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HOTTER WATER FOR LAUNDRY AND DISHES is now possible from dual-temperature 
domestic water heaters with tanks made of Cupro Nickel-755. Using this strong, 
corrosion-resistant copper alloy specially developed by Anaconda, these modern 
heaters can deliver regular hot-water requirements plus super-hot water for laundry 
and dishwasher at temperatures which ordinary heater tanks can withstand only 
for short periods. 


NEW, LOW-COST DRAINAGE TUBES of copper are the 
result of years of practical development. Copper drain, 
waste and vent lines are lighter, smoother, longer-last- 
ing, and cost less to install. Connections are soldered 
quickly, permanently, with no threading or caulking. 
Use has increased remarkably in the past three years. 








BETTER FOOD PREPARATION is within easy reach 
when restaurants and hotels use Chef-Foil®, Ana- 
conda’s Aluminum Wrap. In cooking, freezing or 
storing, spoilage is reduced and foods’ peak flavor is 
retained ... This is just one example of Anaconda’s 
new and extensive line of aluminum products. 


Anaconda’s entire line of nonferrous metals and metal products, 
both in industry and in the home, illustrates what Anaconda is always striving for... 
new ways to do things better . . . more value for less money. 


ANACONDA 


PRODUCERS OF: copPeR: ZINC + LEAD: ALUMINUM: SILVER 
GOLD: PLATINUM + PALLADIUM: CADMIUM: SELENIUM+ TELLURIUM 
S91T1LA URANIUM OXIDE + MANGANESE : ARSENIC + BISMUTH + INDIUM 
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RCA electronics helps nuclear science 


harness the energy that lights the sun 


Inside Princeton University’s James 
Forrestal Research Center, scientists 
are seeking to create energy as the 
sun and stars do—by nuclear fusion. 
Success would mean inexhaustible 
power for the peaceful needs of 
mankind. For example, one cubic 
mile of sea water contains enough 
fusion fuel to meet the present U.S. 
power needs for 15,000 years! 

To advance the quest for fusion 
power, a major research facility is 
now being built in Princeton. It will 
include the C Stellarator, a machine 


which will attempt to produce the 
environment needed for fusion to 
occur. That means an initial super- 
high vacuum and temperatures up 
to 100 million degrees. How do you 
create and control such conditions? 
With electronics. 

That is the reason RCA and Allis- 
Chalmers were chosen by Princeton 
University and the AEC to build the 


C Stellarator and all related equip- 
ment. Allis-Chalmers will provide 
the heavy electrical components. 
RCA will provide the electronic sys- 
tem to create the heat and control 
the Stellarator. 

RCA welcomes this opportunity 
to help bring the age of peaceful 
nuclear power a little closer... 
through leadership in electronics. 
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The Trend of Events 


BRAINS ARE THE ANSWER .. . It has always been thus. 
It has never been money, power or position. The 
thing that has counted in every age has been the 
capacity to out-think the other fellow. That is what 
the Russians are doing to us today. They are 
out-maneuvering us because they are out-thinking 
us. 

When we launch a missile and it falls short of 
the objective, we develop an inferiority complex. 
And Russia capitalizes on it. When Moscow launches 
a Lunik and overshoots the target, they merely 
change the name to “dream” in Russian—and 
everybody applauds. No one says anything about 
the fact that a miss is a good as a million miles. 


Yet it is a fact a missile directed at this continent 


could overshoot its mark and hit Red China instead— 
which might be Russia’s intention in the first place,» 
but gives her a chance to declare that actually it 
was aimed at the United States. 

And no one has challenged her latest claim that 
Lunik has gone into orbit around the sun. Nor did 
Moscow find it necessary to explain how they hap- 
pened to arrive at this conclusion, although all 
radio contact with the missile 


we can be sure, the Russians are going to move 
heaven and earth to try to make us believe that 
they have created a cosmic man-made planet, and 
there will be plenty of people everywhere who will 
accept their claim as a fact. 

Whai earthly use is this “Lunik called Mechta” 
anyway, except to encourage the spending of vast 
sums by the United States in the field of abstract 
scientific adventure. And that would suit Soviet 
purposes too. It would be the cheapest way to win 
a war with the United States, which would be de- 
stroying itself at the instigation of only a little 
psychological push from Moscow. 

Actually, the communication marvel that was 
developed for our recently launched Atlas is of 
greater practical and scientific value than the 
Lunik. Not only is it a genuine contribution to all 
forms of communication, but as an instrument in 
warfare it can be used to greatly confuse and dis- 
organize our enemies. This development poses a 
much greater threat to Russia than Lunik does 
to the United States, and still we have done little 
to extol its advantages. 

The accomplishment of the 





was lost after a few days. 
Who knows whether it was 
attracted by another planet— 
burned up—or disintegrated. 
Maybe the Russians did not 
think they had to explain, be- 
cause they were sure many 
people were going to believe 
them anyway, and that mak- 
ing explanations is psycho- 


f regular feature. 
logically unsound. Instead, 





We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- ) 
lyst. This department presents a valu- | but which, after the first 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
tomorrow’s markets, don’t miss this 


Nautilus and the Skate sub- 
marines was an achievement 
of the first order that gave 
Russia plenty to think about, 


burst of enthusiasm, has been 
accepted merely as a matter 
of course by the people of 
this country rather than as 
the great achievement that it 
is. Here too the practical 
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value in submarine and missile warfare was amply 
demonstrated, and I believe that the Russians in 
both these instances have recognized the signifi- 
cance of these accomplishments to a much greater 
degree than we have. 

At any rate, the Lunik was well named. It means 
“little moon” in Russian. And when we think of 
what being moonstruck can do to one’s wits, we 
are glad that the Russians renamed it Mechta now 
that it has vanished like a dream. 


VIOLENCE ON OUR DOORSTEP .. . Only 90 miles away 
from our shores, a successful revolt, fought under 
the banner of liberty, is now denying even freedom 
of thought to the vanquished. 

The Cuban revolution is following the age-old 
pattern used by power-hungry victors, who seeking 
to establish their sway, rush into a bloody anni- 
hilation of the opposition. The speed with which 
executions are following accusations shows that 
due process of law is going by the board, and that 
brutality and tyranny is in the saddle. 

Talk to any informed Cuban in this country, and 
they will tell you that Fidel Castro was merely the 
torch used to set aflame the anger of a hard press- 
ed people against the dictatorship of Fulgencio Ba- 
tista. That back of the revolution are ruthless and 
greedy men who want to take over the rackets that 
have been flourishing so openly in Cuba in connec- 
tion with the tourist trade, the gambling syndicates, 
and legitimate industry. 

While Provisional President Urrutia at first de- 
clared that there would be no more gambling in 
Cuba, Fidel Castro, himself, has now declared that 
gambling will be banned for Cubans but not among 
tourists. Anyone familiar with the Cuban lotteries 
which are comparable to the numbers racket in our 
country will agree that this type of gambling among 
the people is virtually impossible to eradicate. Mean- 
while the plush gambling casinos are to be allowed 
to re-open with government approval, so that 
we can expect the emergence of deals that will 
carry on the longestablished practices of the 
underworld, for Cuban officialdom has been graft- 
ridden for years. Those who will be removed from 
office by assassination or otherwise are sure to be 
replaced by hungry revolutionaries seeking a divi- 
sion of the spoils. In fact, there has even been a 
recent rumor that some designated “gun” is on his 
way to Havana to assassinate Castro now that he 
has served his purpose. 

As for the Cuban people, I doubt that they have 
very much to gain from the change foisted on 
them, for the revolution, as always, while fathered 
by Machiavellian minds, was fought by the young 
and the immature—by students whose short span 
of existence lacked the experience and understand- 
ing needed in the conduct of human, let alone politi- 
cal affairs. And while there may be changes in lead- 
ership, as was true in the French Revolution, to- 
day, as a last resort, there is always Communism 
to hold the people in line—this time right on our 
doorstep. 

In fact, there has been considerable conjecture as 
to who has been supplying the rebels with arms 
and tanks, and with the money. Rumor has it that 
unidentified submarines have surfaced off the ex- 
treme eastern coast of Cuba and unloaded weapons. 
And Tass triumphantly referred to the success of 
the Cuban revolution as a defeat for the U. S.! 


390 


The situation is dangerous in the extreme, and 
we must do more than sit by and casually watch 
the panorama of events as they move along. In 
fact our haste in recognizing the new Cuban regime 
was necessary for maneuverability in dealing with 
the situation. 


NASSER, IRAQ AND OIL... As the saying goes, “the 
best laid plans of mice and men oft’time go aglei.” 
The situation in Iraq is a case in point. When that 
country’s monarchy was brutally overthrown last 
July by a group of Pan-Arab nationalists, there 
was general rejoicing in Cairo, the fountainhead of 
Pan-Arabism, and an apparently well founded an- 
ticipation that one more brother-state (and an 
oil-rich one at that) would soon join the United 
Arab Republic. In the six months since then, things 
have turned out very differently. Iraq’s Premier, 
General Kassem has bent every effort to the task of 
stopping the union-with-Egypt movement, side- 
tracking its leader, Col. Aris, in order to curtail the 
influence of the Pan-Arab Baath party. 

At first General Kassen was widely praised in 
the West for his strong stand against the Egyptian 
steamroller, but soon it became apparent that out- 
side of the monarchists who are now in hiding, 
there are only two political groups of real signifi- 
cance in Iraq, the Baath party and the Communists. 
Having rejected the aims of the former, Kassen had 
no choice but to rely increasingly on Communist 
support. 

Already the situation has reached a point where 
the Communists are very close to actual control of 
the country though they are still operating mostly 
behind the scenes. Meanwhile in Cairo Colonel Nas- 
ser seems to be having strong second thoughts 
about his union with the Soviet Bloc. The Com- 
munists have not only frustrated his hope of obtain- 
ing oil-rich Iraq. They are even stirring up trouble 
against him in Syria. The situation has not yet led 
to an open break between Nasser and the Soviets. 
But the Egyptian dictator’s recent public attack on 
the Arab Communist movement contained almost 
as many invectives as if it had been directed a- 
gainst his arch enemy, David Ben Gurion. 

A clear illustration of Nasser’s changed attitude 
was shown in the recent visit to Cairo of the Pre- 
miers of Italy and East Germany. While Signor 
Fanfani was received with an almost showy display 
of warmth and friendship, Herr Grotewohl was 
given the correct but impersonal treatment reserved 
until recently only for Western visitors. 

For the West. the big question in all this is always 
—what will it do to the Middle East oil industry— 
For the moment, probably nothing. But there can 
be no doubt that the Western-owned Iraq Petroleum 
Company would not fare well in a country con- 
trolled by Communists. Iraq’s Communists know 
that for the time being they must tolerate the West- 
owned oil company or they cannot sell their oil. But 
their frantic attempts to conclude trade agreements 
with Soviet Bloc states (7 in the last couple of 
months) is a clear indication that in the long run 
they hone to re-orient their economy towards the 
Soviet Bloc, with schemes of selling oil to China and 
the neutral countries in Asia. The West’s position 
that such a scheme is both technically and eco- 
nomically unrealistic is probably correct, but it is 
not likely to cut much ice with the Red leaders of 
Bagdhad. END 


THE MAGAZINE OF WALL STREET 








nd 
ch 
In 
ne 
th 


i ” 
at 
ist 
re 


‘st- 


nts 


ind 





As J See JL! 


By James J. Butler 


THE SHADOW OF A DICTATOR 


7 IE most audacious character in the United 
states today is James R. Hoffa, who has been 
flex ng his muscles in the most arrogant bid for 
pov er that has ever been made by a citizen of this 
cou itry. If we take it as a symptom of degeneracy 
in Ccemucracy, we must assume that there is a point 
where liberty becomes a misnomer when license 
takvs its place. 


— FALLS ACROSS THE U.S.A. 


of the country dwarf the armed forces, and are 
deployed in every community. 

By the very act of negotiation with the police 
unions, the Teamster boss has “served notice” in a 
way that must register in ever, household in the 
country, as well as in every mart of trade and com- 
merce. And for the first time in our history, dictator- 
ship is staring us in the 





By announcing his plans 


to unionize the Police De- I DON'T See 
partment under the aus- ANYTHING IA 
pices of the Teamsters’ THE LAW To: 
Union, and threatening to SAVE LIS | 


set up pickets before the 
commissioner’s office in 
New York City to prove 
he isn’t fooling, Mr. Hoffa 
has taken the bit in this 
teeth and is challenging 
ithe United States govern- 
pment to meet his effron- 
‘tery with laws designed to 
‘clip his wings. 
_ That he already has the 
power to stagger the na- 
tional economy by calling 
,members of his Teamsters’ 
Union out on strike is a 
fact known most of all to 
phim. It hangs over the 
tnation like a threatening 
Icloud. If he succeeds in 
ideveloping a working ar- 
rangement with trans- 
porters by rail and plane, 
the peril will become an- 
archistic in its truest 
sense. 

Sut if he could succeed 
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“Shall We Surrender Now?” 


face right here at home. 
As the cartoon herewith 
so aptly puts it, “shall we 
surrender now?” — for 
“there is nothing in the 
law to save us”. Or, shall 
we enact laws with teeth 
that will cut Mr. Hoffa 
down to size and break up 
the monopoly represented 
by labor unions whose 
power stretches from one 
end of the country to the 
other. and is making a 
mockery of our democrat- 
ic system, which needs the 
proper checks and _bal- 
ances to make it sound and 
functioning properly? 
Mr. Hoffa appears un- 
afraid, and is nonchalant- 
ly proceeding with his 
plans on the ground that 
there are no laws that can 
prevent him from unioniz- 
ing all forms of trans- 
portation — the police- 
men — the firemen — or 
any other group that he 
decides to take over. And 
he is absolutely right, for 
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in organizing the police of 
New York, which would be the first step toward 
unionizing all the law enforcement bodies through- 
out the country, he would have the power to control 
the entire nation. And, what is more. as New York 
/Police Commissioner Kennedy pointed out, “James 
‘Hoffa with a police record as long as your arm,” 
would have the entire economy and public safety 
of the United States lodged in the palm of his hand. 
' It requires no imagination to add up the con- 
‘seyuences: Here is a dictatorship more sweeping 
than Hitler, Mussolini, or Khrushchev ever at- 
tained! And it is based upon the elements of dictator 
rule, including the armed strength (or disuse of it, 
if you prefer), for the combined police departments 
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no one is stopping him. 

Already Hoffa’s union is the largest in the country. 
It is also the most powerful in its potential impact 
on our economy. With his limitless ambition he sees 
himself as the ultimate ezar over a gigantic federa- 
tion of workers that would put Hoffa at the head of 
a super government in a position to challenge the 
power of the state. 

The ready acceptance of his leadership among his 
followers — his self-assured approach — his disdain 
of any legal obstacles — has opened our eyes to the 
danger that confronts us — and shown us how easy 
it would be for a dynamic and resourcefu! individual 
to establish a dictatorship in our country. 


391 














































to your risks here. 


So the extension of the large 1958 rise into early 
1959 to date is merely more of the same. A sizable 
one-day dip last week brought momentary qualms, 





MEASURING MARKET SUPPORT 
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DEMAND FOR STOCKS 


As Indicated by Tromsections ot Rising Prices 
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Washington -- And The Securities Market 


This remains a time of excessive optimism with momentum under the inspiration of the 01 


market, is worth questioning. A substantial correction is increasingly needed. Do not add 


By A. T. MILLER 


"THERE is an old saying that nothing succeeds People are interested in values when buyin;: 3 P) 
like suecess. That is so for extended periods in the house, clothing or almost anything else — except) @ 
stock market, when hopes feed on hopes; and the stocks. 
higher prices go, the greater is the general optimism. yalues; but the main concern now is with movement) 
of stock prices — with making a fast buck. The t alk! 
about values is increasingly a mere rationalization 
but they were quickly laughed off. The party is stili ©f Why prices are running further and furtae! q 
on, and the whoop-up drowns out the voices of the head of values, as determined by earnings «nt)a: 
few who say enough is enough and it’s time to dividends — of why the reasons are “different an@3 
quiet down. sound this time.” 6 

















_ trade advance of late 1958, and of high hopes for corporate profit growth, of probably a 
mistaken notions about inflation, With greater disregard of real values than at any time W 
since 1929, the market has risen further. But the strength was more apparent than real 01 
and did not prevent a fairly substantial mid-week reaction. The fact that commodity prices, lo 
a real inflation index, continued to drift lower without attracting attention in the stock de 


Of course, there is still talk about st ck y 
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Facts and Fancies hi 
It is better to buy an over-priced st cl) 
for cash than on margin; but, eithewh 
way, buying is unwise or inopportundp 
or both. We don’t have the margin-deb# d 
pyramid of 1929, to be blown down likéd 
a house of cards. We do have some autos a 
matic economic shock-absorbers; anda 
assurance of Government counter-actio n 
against business recessions. The latter ti 
works fairly well, partly because peopk d 
are confident that it will, and act aciq 
cordingly. It is highly questionable thaij 
the three moderate postwar recession#n 
represent the maximum possible limit: 
of future adjustments, but it is general¥ fc 
ly believed that deep and long depres/tl 
sions are unlikely to recur. ip 
The postwar stock market has noice 
been an easy or foolproof road to riches} 0. 
but average investment and speculativao 
experience with it nevertheless has beema 
more happy than sad — which is @& 
goodly part of the reason for growth omp 
popularity of common stocks, for risingb 
confidence and, finally, for over-confis 
dence. Not since the wartime beaili: 
market culminated early in 1942 hagr 
a decline amounted to as much ait 
40%. The largest ones of the postwame 
years to date were 23% in a feww 
months of 1946 and 21% in 1957 fronge 
July into October, both in terms of th@¥ 
industrial average. is 
On the other hand, the bull market 
— excepting the minor 1947-1948 on@r 
—have been large and protracted. Sqtl 
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the idea has grown up that 
“serious” market declines 
are out the window; and 
predictions that the Dow 
average will go to 800, 1,- 
§200 or what have you in 
one or two years are a dime 
: a dozen. Serious is a broad 
' word. Declines on the order 
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yportungporate profits and divi- 
gin-deb§dends, we figure that in- 
own likédustrial stocks on average 
me autojare priced about as high on earnings and dividends 
rs; andas they were at the 1929 extreme. As heretofore 
r-actiom noted, there is less vulnerability — but overvalua- 
ie lattef#tion is still overvaluation; and, regardless of the 
e peopl difference in the margin position, there are un- 
act ac}questionably many more individuals, including 
ible thaijmany with limited capital, trying for profits in the 
cession§ market today than there were is 1929. 

le limi It is correctly said and often repeated that demand 
general§for stocks tends to exceed the supply for sale, with 
depres the result that the bidding of buyers forces average 
‘prices upward. There is nothing novel about this 
condition, regardless of variations in detail from 
one buil market to another. At any time of great 
optimism, individual investors and speculators — 
and institutional fund managers — are more inclined 
to buy or hold stocks than to sell. The present sup- 
ply-demand balance is no more permanent than a 
bull market is endless. 

/ The assumption that more inflation is inevitable 
is widespread. This has come to be the No. 1 
rationalization of high stock prices. It is argued 
that the Democratic majority in Congress means 
continuing heavy deficit spending, that the unions 
will continue to use monopoly power to inflate labor 
costs, and that the present instability of the dollar 
will end as the remaining slack in industrial capacity 
is taken up by progressive business recovery. 
market# These are plausible arguments and may be cor- 
948 ongrect. However, it remains to be seen to what extent 
ected. Sqthe “spenders” will prevail over middle-road Cong- 
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ressional leadership and some Presidential vetoes. 
On the wage front, much depends on the outcome 
of the mid-year battle in the steel industry. 

It seems to be taken for granted that the further 
inflation will be “creeping,” as in recent years. If 
so, stock prices have discounted inflation a con- 


siderable distance into the future. However, the 
theory of creeping inflation for years to come is 
questionable. It might not take much more looseness 
in fiscal policy and irresponsibility in wage policy 
to bring on a real crisis of confidence in the dollar, 
and a more rapid depreciation. In that case, serious 
economic disruptions would occur, profits in many 
lines of business would be severely squeezed, and 
public distress would force remedial Government 
action, regardless of deflationary consequences. 

The initial recovery in business profits has been 
relatively rapid, but there is no reason to think that 
the annual rate of long-term growth will be greater 
than heretofore. In the peak year 1956, total corpo- 
rate profits had risen less than 1% in six years 
since 1950. In the same year total profits of manu- 
facturing industries were less than 26% higher 
than they were in 1950; and net profit on sales was 
down to 5.3%, from 7.1% in 1950. 

The 1959 business outlook remaiiis favorable, but 
does net add up to a boom. The only boom is in the 
stock market. Some reports indicate a business 
slowdown in recent weeks. We continue to suggest 
prudent common sense and selectivity in portfolio 
management.—Monday, January 12. 
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RESIDENT Eisenhower’s State of the Union 

Message is a call upon the powers that be, in 
government and outside of it. to work with him 
wholeheartedly for the vital purpose of recapturing 
the sound principles of national thrift practiced in 
the past, in order to achieve a balanced budget with- 
out increasing Federal taxes. 

And it can be done, if we all work together honest- 
ly, recognizing that what is best for the country 
will also best serve our own interests. For as any 
thoughtful person knows, the preservation of our 
freedoms and the maintenance of the value of the 
dollar is the stake in the game. 

The dollars-and-cents details were left for the 
Budget Message. For in the State of the Union Mes- 
sage, the President usually only states the problems 
as the White House sees them, lays the groundwork 
for the budgetary proposals due a fortnicht there- 
after, and suggests solutions which the Administra- 
tions says it can indorse. This year’s message. un- 
usual in some particulars, was read by the President 
to a Congress and a Nation which already had 
heard, out of sequence, the figures of topmost 
interest in the proposed budget — the projected ex- 
penditures and the hoped-for Treasury revenues — 
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‘THE STATE OF THE UNION 


By James J. Butler, 
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a budget balanced at $77 billion. Ike’s talk there-| 
fore was received in the light of known facts which} 
usually are only hinted at in Presidential opening 
statements. The element of surprise was missing] 
And the President must have known that he seems 
to stand with a minority in the declaration that next] 
fiscal year’s Treasury receipts will be swelled by§ 
a business spurt which, with economy measures 
seemingly taken for granted, would corral enough 
tax money to pay for operating costs of government 
through the 12-month period beginning July 1. 


Against Precedent 


It was Mr. Eisenhower’s seventh State of the 
Union Message. It was unlike its predecessors in 
this, among other ways: It was impossible to win- 
now out of its text the words of defiance which 
neppered the passages almost from start to finish. 
The Senators and Representatives found themselves 
virtually dared to exceed Presidential spending 
limits. Ike already had broken with precedent in a 
pre-session announcement that a balanced budge 
would be sent to Canitol Hill. The President sid 
then, with finality: “The Budget for fiscal 1960 has 
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now been decided. Revenues and expenditures will 
be in the general area of $77 billion.” 

That had not set well with Congressmen who 
have viewed the making of appropriations and the 
laying of taxes to be their sole jurisdiction. In that 
view they are supported by the Constitution of the 
United States. True, the right of veto is reposed in 
the Chief Executive: he can rule out an appropria- 
tion or a tax rate (assuming one-third of Congress 
}goes along with him), but he cannot declare in ad- 
‘vance that a budget has now been decided — and 
)ma‘e it stick. 
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No Holds-Barred Fight Ahead 
| The President also was inviting legislative revolu- 
| tio: when he waded into Congressional prerogative 
ito say: “Reductions in total spending will be achiev- 
ied n part by reason of the ending of temporary 
| proyrams in agriculture, unemployment insurance, 
“aanc housing. The Budget will request increased re- 
cei} ts from higher postage rates and gasoline taxes, 
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THE PROBLEM—"The basic question facing us today 
is more than mere survival—the military defense of 
national life and territory. It is the preservation of 
a way of life. We must meet the world challenge.” 


ECONOMIC STATUS—"Today the recession is fading 
into history, and this without gigantic, hastily-im- 
provised public works projects or untimely tax 
reductions. A healthy and vigorous recovery has 
been under way since last May.” 


DEFENSE PLANNING—“We must guard against fever- 
ish building of vast armaments to meet glibly 
predicted moments of so-called ‘maximum peril.’ 
We must not be swayed in our calculation either by 
groundless fear or by complacency.” 


FOREIGN AID—"'! have asked a committee of eminent 
Americans of both parties to re-appraise our mili- 
tary assistance programs and the relative emphasis 
which should be placed on military and economic 
aid.” 


ECONOMIES—"We can afford everything we clearly 
need, but we cannot afford one cent of waste. We 
must examine every item of governmental expense 
critically. To do otherwise would betray our nation’s 
future.” 


to 
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at next 
lled_ by 
easures 
enough) INFLATION—“Inflation would reduce job opportuni- 
rnment ties, price us out of world markets, shrink the value 
1. of savings and penalize the thrift so essential to 

finance a growing economy. Inflation can be pre- 

vented. But this demands statesmanship on the part 

of business and labor leaders and of government 








of the at all levels.” 

sors 1 

to win-g| CONGRESS’ SPENDING—“The Constitution entrusts 
. which the Executive with many functions, but the Con- 
) finish. gress—and the Congress alone—has the power of 
mselves the purse. Ultimately upon Congress rests respon- 
pending sibility for determining the scope and amount of 
wnt in a Federal spending.” 

budgelll |NTER-GOVERNMENT RELATIONS — “The new com- 
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mittee (to be appointed) would be concerned with 
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“STATE OF THE UNION” — HIGHLIGHTS 


and some new user charges for Government serv- 
ices, but will not call for general tax increases.” 

These were not merely unfortunate choices of 
language or confusion of the “‘President’s Proposed 
Budget” of government spending. The President 
had waged a political campaign against the majority 
then, and now, in control of Congress. He had called 
them “spenders,” and he had pledged unyielding 
warfare to hold them in check. He had announced 
his budget recommendations weeks earlier than usual 
in an obvious plea to the country to make the law- 
makers toe the mark. The President’s program and 
intentions were ineradicably on the record and the 
words he spoke were received in exactly the spirit 
intended. 

There will be changes, many of them, in the pro- 
gram envisioned by Mr. Eisenhower. Fully aware 
that deficiency appropriations will result, Congress 
will reduce Presidentially-approved grants to de- 
partments and agencies, then add this and more to 
other proposed projects as well as provide new ones. 
At the end of the current session it will be possible 








living standards of our people, their health and 
education, their better assurance of life and liberty 
and their greater opportunities . .. also... methods 
to meet such goals and what levels of government 
—tLocal, State, or Federal—should be particularly 
concerned.” 


TAX REFORM—“I am requesting the Secretary of the jf 
Treasury to prepare appropriate proposals for re- 
vising, at the proper time, our tax structure, to 
remove inequities and to enhance incentives for all 
Americans to work, to save, and to invest. Such 
recommendations will be made as soon as our fiscal 
condition permits. These prospects will be bright- 
ened if 1960 expenditures do not exceed the levels 
recommended.” 


ECONOMIC STUDIES—“! am establishing a continu- 
ing Cabinet group on Price Stability for Economic 
Growth, to study governmental and private policies 
affecting costs, prices, and economic growth. It will 
strive also to build a better public understanding of 
the conditions necessary for maintaining growth 
and price stability. Studies are being undertaken to 
improve our information on prices, wages, and 
productivity.” 


PRIVATE FOREIGN INVESTMENT—’Private enterprise 
continues to make major contributions to economic 
development in all parts of the world. ...1 shall 
present to this Congress a program designed to 
encourage greater participation by private enter- 
prise in economic development abroad.” 


LABOR—"To my disappointment, Congress has failed 
to act. The McClellan Committee disclosures of cor- 
ruption, racketeering, and abuse of trust and power 
in labor-management affairs have aroused America 
and amazed other peoples. They emphasize the 
need for improved local law enforcement and the 
enactment of effective Federal legislation to protect 
the public interest and to insure the rights of 
economic freedoms of millions of American workers. 
Half-hearted measures will not do. | shall recom- 
mend prompt enactment of legislation.” 
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for President Eisenhower and the Democratic lead- 
ership in Congress each to accuse the other of throw- 
ing the buget out of balance. And each will prove 
the point by citing instances in which spending 
proclivities of the other were chained down. 


Within the Two Parties 


Not since the days of Franklin Delano Roosevelt 
had a President faced a Congress whose numerical 
control was so firmly in the grip of a political party 
other than his own. If he was aware of it, Ike made 
no concession that there can be tipping over the 
budgetary apple-cart without participation by mem- 
bers of his Republican party. Large as their num- 
bers are in both Houses of Congress, the Democrats 
do not have enough votes to override a Presidential 
veto on straight party line. He has the balance of 
power on vetoes, but only as a holding strategem. 
If he thinks the Democrats are appropriating too 
much money he can stop it — assuming the “‘spend- 
ers” are all within one group, not flooding over into 
the Republican side of the aisle. 

As he stood on the dais reading his manuscript, 
President Eisenhower looked up from time to time 
to glanee over the assembly of lawmakers. If this 
were for purposes of “counting the house” (to use 
a theatrical term, meaning a manager glancing 
about to gauge whether paid capacity had been 
sold), it would have been discouraging to the Chief 
Executive. He would see organized alignments of 
“Liberal Republicans” and of “Conservative Repub- 
licans.”” He wouldn’t see, as he did in other years, 
a strong organization of “Eisenhower Republicans.” 
That expression went out early in the 1958 campa- 
ign and has all but disappeared from the political 
glossary. Dwight David Eisenhower is a_ highly 
respected President but his political coat-tails have 
been snipped by the Constitutional Amendment 
which makes him ineligible to seek a third term. 
Of course he would see a wide cleavage in the De- 
mocratic ranks too. But the demmies, while divided 
on policies are united in determination to extend 
the off-year election landslide into a grand-slam, 
including the Presidency, in 1960. 

The President talked as if unconcerned over splits 
within his party, or with inter-party issues. His 
words emphatically were addressed to Congress — 
democrats and republicans. He was warning both 
that the power of his office will be arrayed against 
spenders whatever their label. Wholly aside from 
the unwisdom of making the State of the Union 
Message a partisan document, the suggestion that 
huge appropriations are supported by one political 
party and rejected by the other doesn’t square with 
the facts of recent history — or, for that matter, 
with announced plans for the future. Ike is familiar 
enough with the roll-call votes of last year’s session 
to know this: he has spoken out in castigation of 
party-men who, he said, deserted the White House 
program — even threatened to withold his indorse- 
ment of their candidacies for re-election. 


Call to Stand Up and Be Counted 


Ass the Message unfolded it was clear that the 
President was demanding of Congress that its mem- 
bers stand up and be counted either on the side of 
a balanced budget, or in favor of spending beyond 
the prospective income of the Treasury. The line of 
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demarcation was his, and he was accepting the re. 
sponsibility. There is a core of republican conser. 
vative voting strength, plus Senator Harry F. Byrd 
and democrats of his fiscal persuasion, who say it is 
possible to balance the budget at $77 billion; there 
are some who say balance is possible but will require 
reductions in spending which are not now in sicht§ . 
or sharply increased taxes. And there are others§. 
(the most vocal group of all) who will argue thot ai 
balanced budget is not within reach except at the 
cost of crippling curtailments in Federal services 
plus confiscatory tax rates. “x 
The consensus insofar as it is possible to compile 
one in the first week of a session is that additiondy™ 
federal revenue must come from sources now escip- 
ing taxation, that some operating economies remy, 
possible but that they cannot run into the billions 
needed to obviate deficiency appropriations n>xt 
year, and that the democratic majority does 0! 
consider the November election sweep “a mandate 
to create part-time government.” If the alternative 
must be spending with all the damning inflect on 
which the President has injected into the term, t! ek 
that is what’s ahead. 4 











World Affairs 








related the State of the Union to world affairs andy 
found eternal vigilance the price of peace and pre 

servation. Agreements with Russia were likened t 
useless scraps of paper, unless backed by self-en 
forcing mechanisms. But Ike assured the Congre 
(and the Nation) that this country’s defense an 
retaliation force is strong and ready, on land, 0 
sea and in the air. Russia’s progress in conquerin 
space was not discounted, but assurance that he 
does not intend to lower the guard was implicit in 
the comment that the budget he foresees for the nex‘) 
Fiscal year will allocate 60 per cent of its total ty 
national security programs. | 


' 


Defense Not Sacrificed to Balanced Budget 


What such a budget contemplates and why it must 
be so huge was limned in reminders that it cost! 
$35 million to place a single ATLAS on the firingso 
line; the missile program this year will cost clos@19 
to $7 billion; more billions are being spent in whagwe 
might be called preliminaries to the “big shoot” —m: 
research, development, test and evaluation of newer 
weapons; atomic submarines cost at least $50 mil§of 
lion apiece and some types run three times thatth 
figure; fighter aircraft now in use costs, in som@Bi 
instances, as much as 50 times the tag on a Worl 
War 2 craft; we are buying bombers that “costo 
their weight in gold.” tic 

Having made this answer to the contention thalN, 
defense is being regulated by budget-balancing asiho 
pirations, the President moved on to counsel thal 
balance and perspective must be kept in mind, duphy] 
lication of weapons and forces avoided, that groundf[g, 
less fears and complacency are twin evils, and tha), 
the rapid progress of weaponry speeds obsolesenck, 
and demands systematic planning. by 

On the basis of those facts, Congress was told), 
the defense budget for next year is planned. I! 
seemed to tear up the price tag as a governor on th), 
speed of spending, but (Please turn to page 448 
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it must HE currency reshuffle in Western Europe that 
it cost¥d, took place over the last weekend in 1958 may 
e firingsome day be considered, along with the September 
st clos@1949 devaluations, one of the milestones in the post- 
in whafwar economic development of the Free World. Pri- 
oot’ marily it was intended to moderate the trade dis- 
of newcriminations that were bound to arise as a result 


the rather dramatic decision to devalue the 
rench franc and to give greater monetary freedom 
sito the currencies of eleven Western European na- 

ions — Britain, France, Germany, Netherlands, 
ion thafNorway, Italy, Sweden, Denmark, Belgium, Luxem- 
cing a%sbourg and Portugal — is bound to be followed by 
sel thafa chain reaction, the full implications on trade of 
nd, duPfwhich are still difficult to assess. Certainly the out- 
groun@look for a re-expansion of the world economy and 
and thafthe growth of international trade has brightened. As 
‘olesench result of the currency reshuffle, the tenor of this 
ariicle, planned to survey currency problems around 


vas told, world, has had to be changed. 





ned. h 4 number of interpretations may be read into 
wg 3 hese monetary moves. It can be said that Western 
4 
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—KEY TO PRICES 
—TRADE — AND WORLD WELL BEING. 


By V. L. Horoth 











Europe served notice on the rest of the world that 
it is now ready to use its resources to restimulate 
world trade. This has far-reaching implications. 
Western Europe’s postwar dynamism has been an 
important force behind the growth of the Free 
World in general. Western Europe also gives much 
greater support to the raw material producing coun- 
tries than does the United States. This is because 
of its greater dependence on imports of raw mate- 
rials and foodstuffs. 

The monetary reshuffle is evidence, too, of the 
importance that Western European countries now 
attach to the stability and free convertibility of 
their currencies. By making the pound sterling and 
other currencies more attractive to traders outside 
of Europe, London and other European financial 
centers are making still another bid for financing 
an increased share of world trade. 

September 1949 was a milestone because the 
Western European countries decided at that time 
to take a realistic look at their over-valued curren- 
cies. A sweeping devaluation followed. Europe’s 
competitive position improved overnight, and the 
repatriation of European capital helped to stream- 
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line and expand the European industrial plant. 
When, a few months later, after the outbreak of 
the Korean War, American industries became pre- 
occupied with armaments, Western Europe was able 
to step in and recapture a sizable portion of the 
world trade it had lost during the war. 

There is no doubt that Western European coun- 
tries are attempting to improve their competitive 
position in world markets at the very time when our 
competitive position has received a setback in many 
lines. If world trade expands as a result of greater 
currency freedom and the lowering of tariffs under 
the Rome Treaty, then the United States too should 
benefit from it. 


Improved Position of European Currencies 


It will be remembered that in the summer of 1957, 
when Western Europe was extricating itself from 


Latin-American Exchange Rates in 1958 
National Currencies per Dollar 





Chilean 

Bolivian peso 
Argentine boliviano Brazilian 
peso Selling cruzeiro 
Free Rate Rate Free Rate 


Trade 
Rate 


and 


Dec., 1957 37.0 8,565 


8,825 


90.5 690 773 


Jan., 1958 37.4 97.5 


99.5 


717 795 


Feb. 821 


38.3 
39.5 
42.3 


42.2 


8,875 725 


Mar. 8,855 746 


Apr. 8,855 


8,855 


757 
May 


June 42.4 8,855 


July 43.5 8,855 


Aug. 46.7 9,145 


Sept. 54.1 


73.0 


11,200 
11,460 


71.7 11,490 


69.7 


the aftermath of the Suez crisis and when a boom 
stirred inflationary pressures in a number of coun- 
tries, there was much talk of revaluing certain 
European currencies. The pound sterling in partic- 
ular was thought to be in poor shape. Great Britain 
was losing gold and seeking support from the Inter- 
national Monetary Fund and the U. S. Treasury. 
Home demand was eating into exportable surpluses 
of goods. There was a flight away from the pound, 
especially into the German mark, which was con- 
sidered to be undervalued in relation to other cur- 
rencies. The inflow of speculative capital made the 
German situation look stronger than it really was. 

Subsequent events proved to be a great disappoint- 
ment for international currency speculators. Cour- 
ageous monetary and fiscal measures by the British 
authorities slowed the growth of the country’s econ- 
omy, checked inflationary forces, and gained for 
Great Britain a greater freedom of action to reshape 
its economy. Smaller imports and lower import 
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Tourist Colombian sol 
peso 
Capital Free Rate 


6.2 
6.8 
6.9 
7.2 
7.6 
7.6 
7.8 
8.2 
7.7 
77 
7.9 
8.1 
8.2 





prices helped to strengthen Britain’s international 
payments position, and by the spring of 1958 ther 
was a revival of international confidence in th 
pound sterling. To some extent this revival has beey 
at the expense of the U. S. dollar, which has come 
under suspicion. Helped by a capital inflow, London 
regained much of its former importance as one of 
the world’s banking centers. Its position will now 
of course, be further enhanced by the unrestricted 
convertibility of the pound for nonresidents. 

Even more impressive than the strengthening: of 
the pound sterling has been the recovery of the 
Dutch guilder; again this has been due to drasti¢ 
disinflationary steps and improvement in term: of 
trade — the relation of the prices received for ex. 
ports to the cost of imports. From a possible caiidi- 
date for devaluation, the Dutch guilder has i 4 
period of less than one year once more become one 
of the strongest currencies on the Continent. '“he 
Danish krone is still another ex. 
ample of a currency that foc led 
the devaluation Cassandras. H pw. 
ever, there is still some apprehen- 
sion in Denmark and also in the 
Netherlands lest the recent efforts 
to stimulate business may :ls 
have given impetus to latent in. 
flationary pressures. 


Peru-Urugua- 
vian yan 
peso 
Free 
Rate 


Free 
Rate 


19.1 47 


Weak Sisters Among Western 


208 «5.1 Europe's Currencies 


Until the 15 per cent devalua- 
tion decreed by the De Gaulle ad} 
ministration, French costs and 
prices were running at about 1( 
to 15 per cent above the Euro} 
pean average. Since last June 
when the present regime took 
over, confidence in France’s fu: 
ture has begun to reassert itself? 
the rush into goods has slowe 
down, savings have increased] 
and the competitive position 0 
some French products has im 
proved. 

While the war in Algeria wil) 
continue to sap France’s energies! 
the devaluation should help té 
bolster up the country’s international payments po 
sition. Most important of all, however, is the atti: 
tude of the French public which seems to be in 4 
mood to accept austerity as the price to be paid for 
the removal of the ever-present threat of repeate( 
currency crises. Six devaluations since the end 0 
the Second World War have reduced the value of 
the 100-franec note from about 2 dollars in 194% 
to 20 cents at the beginning of 1959. In recent year® 
France has outstripped other European countrie# 
in economic growth; some slowdown will now, prob) 
ably occur. 

Finland’s markka continues to be rather weak dé 
spite the fact that the 28 per cent devaluation it 
1957 encouraged Finnish exports to the West. Bu 
the slowdown of the Free World’s trade has force’ 
Finland to seek more trade with the communisi 
East. The Soviet Union is now deliberately sabotag 
ing its trade with Finland—to bring about a changé 
in the present adminstration in Helsinki—by refus 
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Decline in the Purchasing Power of Selected Currencies 
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ing to accept deliveries of ships and engineering 
products. Meanwhile, Finland, which has to buy 
steel and other raw materials from the West, has 
run down its holdings of hard currencies. 

Despite disguised partial devaluation in recent 
months, the Spanish peseta is likely to weaken 
further. Outwardly Spain is making great progress; 
industrial production has almost doubled since 1950. 
But too much is being attempted too fast. Avail- 
able Spanish resources are still insufficient to sup- 
port extensive U. S. base construction, over-am- 
bitious Spanish government investment programs, 
and, to provide at the same time, for the expand- 
ing demand for consumer goods. Inflationary pres- 
sures are mounting and the purchasing power of 
the peseta, is declining—more than is indicated by 
official price indexes. Further downward adjust- 
ment in the peseta is likely. In recent months a 
clandestine flight of capital was reportedly un- 
covered, involving some $200 million, or nearly 
four times the amount of Spain’s official gold re- 
serves. 


South Asia—A Chronic Breaker of Economic Rules 


A situation analogous to that in Spain exists in 
a long list of countries stretching all the way from 
the Bosporus to beyond the Straits of Malacca. 
Most of these countries are trying to accomplish 
too much on a shoestring. Industralization at any 
cost is a fetish, even if it distorts and weakens 
their economies. Many of these countries have 
JANUARY 
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neglected their export industries and have con- 
centrated on capital projects that are not immediate- 
ly productive, or on industrial enterprises intended 
eventually to conserve foreign exchange. Most of 
these development programs suffer from bad-plan- 
ning, bureaucracy and a chronic distrust of foreign 
capital. And they have broken practically every 
rule that governs economic development. 

The Indian rupee, the Pakistani rupee, the Cey- 
lonese rupee, the Indonesian rupiah, and the Bur- 
mese kyat are all weak currencies but not likely to 
be tampered with for the time being. There is, 
however, some question of the future of the Turk- 
ish lira and the Philippine peso. 

Had it not been for extensive bail-out operations 
last summer, the Turkish economy would have 
ground to a halt for lack of fuel, raw materials, and 
equipment. A part of the stabilization package-deal 
was the devaluation of the Turkish lira from 5.5 
to 9 per dollar. There is some question whether 
even the new official rate reflects the true internal 
purchasing power of the lira, which on the free 
market sells at around 15 per dollar. The clue to 
the future of the lira is Turkey’s ability to export 
as well as to keep down budgetary deficits, incurred 
largely because of burdensome defense outlays. 

There is growing skepticism about the Philip- 
pine peso. As elsewhere, the drop in export prices 
and the slowdown in world trade have complicated 
the balancing of Philippine international payments 
despite earlier drastic import restrictions. But the 
corrective measures never (Please turn to page 440) 
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1959 


Outlook for Leading Industries 
—Which offer best prospects 


By GEORGE W. MATHIS 


N PART I of this report, which appeared in the 
I previous issue of The Magazine of Wall Street 
we discussed the general economic and _ political 
climate that will set the stage for business activity 
in 1959. 

Capital spending will remain well below its 1957 
high of $37 billion, but despite the President’s at- 
tempts to hold federal spending down, outlays for 
defense and other governmental obligations may 
effectively offset the lower level of private capital 
spending. 

The renewed tension over Berlin, scheduled to 
come to a head by June, 1959 appears to assure no 
let up in our defense efforts, while the very recent 
Soviet success in shooting a rocket beyond the 
moon can be expected to call forth new demands 
from Congress that the U. S. catch up and sur- 
pass Russia in space-age technology. 
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Against this backdrop, we continue, in this issue, 
our analysis of the prospects for leading industries 
in the year ahead. 

Aircraft — The stubborn persistence of interna- 
tional tensions suggests that defense expenditures 
will not be cut back too far in the foreseeable future. 
The aircraft industry, therefore, appears assured of 
a steady, and possibly mounting volume of business 
in the year ahead. But although the total funds allo- 
cated to the industry will remain high, it is equally 
certain that the portion alloted to each of the air- 
craft companies will vary widely. What is more, 
each of the corporations will face the constant threat 
that rapid technological obsolescence will kill off one 
or more of its major revenue projects. 

In typical fashion, Chance-Vought recently lost a 
coveted navy fighter plane contract, and in the same 
week the Navy also cancelled the company’s Regulus 
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missile program. In all, the cancellations dented 
Chance-Vought’s backlog position by well over $100 
million and caused the immediate layoff of thou- 
sands of workers. 

Shortly thereafter, General Dynamics, one of the 
most important producers in the industry, was noti- 
fied that its Hustler B-58 bombers were being phased 
out and that the Air Force would not renew its 
contracts for additional planes. This is of special 
significance because less than a year ago the Hustler 
was considered the most advanced bomber in our 
entire arsenal. The pill was not quite as bitter for 
General Dynamics, however, since the sensational 
success of its Atlas missile, now orbiting the globe, 
assures the company of a full scale production con- 
tract for the most advanced ICBM. 

Another potential source of instability for the 
aircraft producers is the rising volume of missile 
business that is being allocated to non-aircraft com- 
panies — and especially electronics companies. The 
airplane companies recently launched a counter- 
ettack against this policy by requesting that the 
Pentagon decree equal wage rates in the electronic 
industry when missile contracts are awarded. It is 
‘elt, and with some justification, that the large wage 
differential existing between aircraft and electronics 
workers has allowed the non-aircraft companies to 
inderbid the plane makers. How successful the 
latter will be against a cost-conscious administration 
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is impossible to predict, but there is apparently a 
major battle shaping up between the two industries. 

The major airframe producers, such as Douglas, 
Boeing and General Dynamics are insulated against 
wide fluctuations in military contracts by their huge 
civilian orders for jet transports. As such, their 
positions are somewhat more secure than the purely 
defense companies that represent the major part of 
the industry. Similarily, United Aircraft appears 
well situated by virtue of its dominant role in jet 
engines. Serious inroads have been made in this 
field by General Electric, however, making it essen- 
tial to view the engine maker with some caution. 
On the whole the shifts and cancellations of govern- 
ment orders make the aircrafts rather speculative. 


Airlines — The airlines should be one of the most 
puzzling groups for investors to appraise in 1959. 
Almost without exception the companies will begin 
to report improving earnings, and official statements 
from airline officials will be more optimistic than 
ever before. The reversal of the gloomy atmosphere 
that has pervaded the industry for so many years 
has a simple explanation, however. The companies 
must finance huge jet-transport purchases and in 
most instances they will have to float new stock in 
order to qualify for the loans they require. A bar- 
rage of more favorable statements would provide 
the opening artillery in this program. 

But that is not all. A CAB ruling some months 
ago allowed the air carriers to shorten their depre- 
ciation schedules — a concession the lines have been 
seeking for a long time. Instead, however, the com- 
panies have been reporting their most recent earn- 
ings figures with 15-year depreciation periods. The 
net result is, despite higher tax liabilities, more 
attractive earnings per share. 

How formidable the new financing problems are 
can be seen from a few known figures. Northwest 
Airlines has just announced a $64 million jet pro- 
gram, and TWA will shortly announce one for $313 
million. American, Eastern and United have al- 
ready arranged almost $700 million in financing, 
and the rest of the industry still needs an equivalent 
amount. 

Their problems are complicated, however, by seri- 
ously depleted working capital positions and strange- 
ly enough by the fact that airline shares have 
slightly outpaced the general market during 1958. 
While this should be no cause for sadness, it may 
make investment advisors reluctant to recommend 
new airline stock flotations. 

Operationally, the lines appear well situated. With 
major strikes out of the way (except for American 
Airlines) at this writing, the growth of traffic so 
evident in 1958 should extend into 1959. Moreover, 
some rate increases to supplement the 6 percent rise 
granted in mid-1958 seem assured. Nevertheless, 
their formidable financing difficulties make the 
stocks highly speculative in the year ahead. 


Paper — Overcapacity hit profits in the paper in- 
dustry in 1958, but still things were not as bad as 
they might have been. Despite idle capacity, prices 
of most paper products generally remained tirm. If 
they had receded, 1958 could have been a disastrous 
year. For wages, continuing to rise, and the burden 
of heavy depreciation charges for the new plants 
constructed in 1957 combined to erode profit mar- 
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gins substantially. Under the circumstances, price 
increases would have been most welcome, but low 
demand made this impossible, especially in the early 
months of the year. 

The industry enters 1959 in much better shape. 
For the past several months production has trended 
upward and, in fact, it now appears that total fig- 
ures for 1958 will be less than 5% under 1957 pro- 
duction. By contrast, over-all industrial output re- 
ceded about 11% in 1958. This recovery has re- 
moved all danger of price cutting in the industry in 
coming months. Whether prices advance is another 
matter, but in all probability earnings will expand 
under the impetus of higher sales. Favorable factors 
over the longer term include most paper companies’ 
extensive forest holdings and their expanding prod- 
uct diversification. 

Paper stocks have, however, enjoyed a substantial 
recovery in the market, indicating that much of the 
expected earnings improvement has been discounted. 
Accordingly, unless price increases do ensue, the 
stocks look rather fully valued. 


Non-ferrous Metals — The resurgence of industrial 
production should aid the non-ferrous metal produc- 
ers in 1959, although many of their basic problems 





/ wil’ remain unsolved. Copper producers in partic- 


ular should enjoy a more stable price structure now 
that the two-year price decline has ended. 

In part the recent price stabilization results from 
labor difficulties in Chile and South Africa, which 
curtailed supply at a time when demand was low, 

-but since summer the industry’s entire economic 
;structure has improved noticeably. In fact, Kenne- 
‘cott, which last August was producing at only two- 
ithirds of capacity on a four-day week, is now back 
ito a full seven-day schedule at some mines, and 
Phelps-Dodge has restored most of the cutbacks it 
instituted earlier in the year. 

At the same time the domestic price of copper 

‘has climbed from a poverty level of 25¢ per pound 
wo a more respectable 29¢ at the moment, with 
chances good for a further 1¢ advance. 

| Profits for the domestic producers should there- 
‘fore improve in the months ahead. It should be 
‘borne in mind, however, that other countries are 
also swinging back into full production, and increas- 
ing supplies will inevitably tumble prices once more 
if overall industrial production falters either at 
home or in the principal industrial countries of 
Western Europe. 

The aluminum companies suffered a 10% decline 
jin shipments in 1958, arresting the admirable 
igrowth trend that had been established through 
‘most of the post-war period. For the domestic com- 
‘panies, the recession was the main cu!prit, but for 
‘Aluminium, Ltd., the Canadian Goliath, Russian 
competition in world markets also played a signi- 
ificant role. The Soviet has since backtracked in the 
market, but there is no assurance that she will not 
‘return. 
| Earnings declined sharply with curtailed pro- 

‘duction but in most instances the companies scored 
excellent cost-control gains, indicationg a sharp 
profits pick-up as volume increases. The upturn 
is likely to be slow, but new uses for aluminum 
constantly being developed could spark a more vig- 
orous recovery. In fact, stories out of Detroit hint 
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of a feasible and economical aluminum block for 
automobile engines. If these prove true, the in- 
dustry could resume its growth trend quickly. 
Nevertheless, most stocks in the group are high, 
making speculation on such prospects risky. 


Petroleum — Rising demand for petroleum prod- 
ucts as the recession ended held out the promise of 
improved profits for most of the oil companies in 
the year ahead. However, Venezuela’s suddenly im- 
posed 60-40 tax law threatens the diversion of a 
greater share of the internationals’ earnings into 
the pockets of the tax collectors. Existing 50-50 
contracts in Middle Eastern countries have pre- 
viously been considered secure, but now there is 
concern that other countries may be influenced by 
Venezuela’s bad example. 

This problem adds to the difficulties imposed 
upon the internationals by the “Voluntary” Import 
Quota system. This system, despite whole-hearted 
cooperation by the industry, has been a failure, 
and it is doubtful whether it can succeed even with 
sweeping changes to be made this month. The 
whole program has been extremely costly for the 
importers. 

While troubles abroad normally redound to the 
advantage of low cost domestic producers, and 
should accelerate exploration and drilling in the 
tidelands, in general the petroleum producers ap- 
pear to be in for another troubled year. Since the 
stocks have been laggard, however, many of them 
may not be at all overvalued. 


Drug Industry — Probably no other industry has 
transformed research into profits as quickly as the 
drug industry. As a result, the shares of these com- 
panies were among the market leaders again in 
1958, as they were in 1957. 

In the year ahead, success will be even more 
closely keyed to research advances. For the indus- 
try has refined its techniques to a point where 
almost any development by one company can be 
quickly duplicated by others, making it essential 
to reap profits quickly before similar products hit 
the market. 

Most encouraging for the drug manufacturers 
was the fact that the recession had little effect on 
volume and profits, indicating that a ready market 
exists at almost all times for the record outpouring 
of new drugs. Equally encouraging is the rapid 
growth of foreign operations which gives promise 
of keeping volume and profits at record levels for 
the next several years at least. Nevertheless, the 
stocks are now selling at their highest relative 
prices in history and the rapid obsolescence of 
many new drugs, investors must remember, can 
cause the fortunes of individual companies to 
change with lightning speed. 


Merchandising — 1958 proved with no room for 
doubt that a burgeoning population wil! spend rec- 
ord amounts for food and soft goods even in a 
recession. As a result, the nation’s merchandising 
organizations enjoyed a booming business year, 
topped off by a record-breaking Christmas season. 
Despite the recession, total retail sales climbed to 
a new high, and department store profitability ex- 
panded as automatic techniques and cost reduction 
methods were advanced further. 

Most of the major (Please turn to page 444) 
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THE 1959 BOND MARKET 


By MICHAEL STEPHEN 


vvvyv V 


. (3) tax exempts . . 


HE investor has good reason to be perplexed as 

he ponders the outlook for bonds in 1959. The 
year just past saw the normally staid and respect- 
able bond market go through gyrations more charac- 
teristic of the stock or commodity markets, as the 
general public found out, for the first time in his- 
tory, how easy it was to speculate in bonds. Fortunes 
were made and lost. 

It all started towards the close of 1957. The econ- 
omy was in a downswing, the supply of new bonds 
was expected to decline, banks were figured to use 
loan repayments to bid aggressively for outstanding 
bonds, and the Federal Reserve was expected to sup- 
ply banks with all the reserves they needed to buy 
bonds and drive interest rates down and encourage 
economic recovery. 

Everything went according to plan at first. As 


A professional analysis of the bond market from its rise in 1955 — its near collapse 
in 1958 — what's ahead for 1959 — in government and corporate bonds. 


Forecasting business outlook — in its relation to bond prices and interest return. 
The money market — coming liquidity squeeze — and Federal Reserve credit policy. 
Budget and treasury financing — new long term offering. 

Kind of bonds to buy — with special selection of (1) treasuries . . 


. (2) corporate bonds 


. (4) Canadians — suitable for investment in 1959. 


ber 1967-72 rose from a low of 85%, (yield 3.75% ) 
in October 1957 to a high of 9714 (yield 2.72%) in 
April 1958. In six short months anyone who had 
bought Government bonds on the customary 5 point 
margin more than tripled his money. 

But then the tide turned, fooling even the experts. 
As a matter of fact, as late as June professional 
money managers joined greenhorn speculators in a 
scramble for new 252 and 314% Treasury bonds on 


the theory that a new crop of capital gains could} ‘ 


be reaped. Ironically, this was just the time when 
the economic weather was changing rapidly, if not 


obviously, and the new climate was bearish for; 


bonds. The near-panic in the bond market from 
June to September reflected a rapid recovery in| 
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business activity, fears that this would bring gy ta 


sharply more restrictive Federal Reserve credit} 


the chart shows, the Treasury 214s due in Decem- policy, growing apprehension about the Treasury’s 
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ability to finance a mushrooming $13 billion deficit 
and the resurgence of an almost pathological infla- 
tion psychology. 

As the chart shows, the 214s of December 1967-72 
have dropped back around their 1957 lows, to the 
cheapest prices on Treasury bonds since shortly 


»after World War I. The 1957 lows came only after 
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the biggest capital boom this country has ever seen, 
and produced tremendous demands for funds which 
forced the Federal Reserve to adopt the most re- 
strictive credit policy in more than twenty-five 
years. Now, with bond prices just as low, the econ- 
omy is only in the beginning of recovery. The ques- 
tion is whether this means that the decline in bond 
prices has gone too far. In short, have bonds again 
become a buy? 

[t is true that the bond market traditionally goes 
to excess, on optimism and pessimism alike. Up un- 
til last June only optimism was in the air, and 


/rising prices seemed to bear it out. Then, as the 
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market declined, pessimism took over. Hardly any- 
one could see a bottom to the decline. 

Now another swing toward optimism may be get- 
ting underway. In November a widely respected 
authority tersely told its clients, under the heading 
“Bonds Again A Buy” that: “Just when the stock 


/market is accumulating risks, the bond market 


seems to be shedding them, Bond yields now appear 


} sufficiently generous and prospects for a several- 


point gain in bond prices sufficiently good to war- 
rant placing in bonds funds released by stock sales 
at this time.” 

It is not hard for a superficial observer to find en- 
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couraging signs in the bond market outlook. The 
speculative positions of last spring and summer 
have largely been liquidated. The business recovery 
is not likely to move as fast in the months ahead 
as it has since the April low. The Administration 
is presenting the federal budget position in a more 
optimistic light. The Consumer Price Index is 
steadier than it has been for several years. There 
is even some feeling that continuing high unemploy- 
ment and the victory at the polls in November of 
the Democrats (regarded as the Party of easy 
money) will prevent the Federal Reserve from im- 
posing more than mild restraint on credit. 

On the other hand, all of these assumptions need 
critical examination. And, it is worth remembering, 
since 1946 interest rates have been on a rising 
trend, bond prices on a declining trend. A look 
shows that in the recovery from the 1954 recession 
interest rates on new high-quality corporate bonds 
rose from a 3% level to about 47%,% at the peak of 
pressure in 1957. A comparable move in the current 
recovery would raise corporate bond rates to a 
534 to 6% range. Should this happen, Texas Com- 
pany’s 35%s sold in April 1958 would drop from 
their current price of 92 to the low 70’s. 

The astute investor will want to review the funda- 
mentals of bond market behavior before taking 
action. The course of bond prices is influenced by 
investor psychology but the basic forces are busi- 
ness activity and need for funds, Federal Reserve 
credit policy, Treasury debt management decisions, 
the flow of savings available for investment, and the 
ability of the banks to meet credit demands. 
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The Business Outlook 


The most important comment on the business re- 
covery is that it has gone far enough to make any 
relapse into deep recession unlikely. The Federal 
Reserve Board’s index of industrial production has 
risen from a low of 126 last April to 141 in Novem- 
ber and probably touched 143 or 144 in December, 
within 2 or 3 points of the 1957 record peak. The 
Gross National Product (GNP) which had dipped 
from a prerecession rate of $446 billion a year in 
the third quarter of 1957 to $426 billion in the first 
quarter of 1958, bounded back to a $453 billion an- 
nual rate by the fourth quarter of 1958. 

At the same time it must be admitted that the re- 
covery from now on will probably proceed at a 
somewhat slower pace. No one expects the indus- 
trial production index to hit 174 by next December, 
as it would if business activity were to continue to 
advance at the same pace. Nor, despite the optimis- 
tic projections of Federal Government economists, 
is the GNP likely to go through $500 billion (in 
1958 prices) for 1959 as a whole. 


& /t is hard to identify the sectors of the economy 
which could produce a business boom in 1959. A 
mainstay of the recovery has been housing; new 
home starts rose from an 890 thousand a year rate 
at the low last March to a 1.3 million rate in Novem- 
ber. But this reflected cheap money and special 
Government mortgage credit for low priced homes 
influences which will not provide support in 1959. 
At the same time the better bond yields now avail- 
able will tempt investors away from unchanged 
net yields of 4 or 414% on Government backed VA 
and FHA mortgages. The current high backlog of 
commitments will sustain housing activity for 
awhile, but new home starts in 1959 will do well to 
total 1.2 million, below the current rate of building. 





> Business will have to increase production to get 
inventories back to normal, after a year of liquida- 
tion. But the expansive force of inventory accumula- 
tion will be counterbalanced, in part at least, by a 
continued lag in capital spending. Productive capa- 
cities are adequate or excessive in almost every 
line. If the figures on machine tool orders are any 
guide, it will be many months before corporate 
plant and equipment spending, now figured to run 
at a $30.5 billion annual rate in the first quarter of 
1959, regains the $37.8 billion peak of 1957. 


& Meanwhile, President Eisenhower's efforts to bal- 
ance the fiscal 1960 Federal budget ‘in the general 
area of $77 billion,” though highly salutary in the 
longer perspective, represent something of a threat 
to business in 1959. The effects of the economy 
drive are already being felt—witness the cancella- 
tion of the Rascal, Regulus and Goose missile pro- 
grams, the Crusade fighter plane and the cutbacks 
in procurement of Navy ships and Airforce B-58 
bombers—and more is yet to come. Defense De- 
partment procurement contract awards, down from 
$6.1 billion in the second quarter to $2.4 billion in 
the third quarter of 1958, are likely to go through 
the 1957 low of $2.1 billion before the rebound 
comes. 
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Consumer the Bright Spot 


The bright spot in the economy is the consumer, 
Although the latest surveys show him somewhat 
disturbed by high prices, his Christmas buying was 
the biggest on record. The American citizen and 
consumer, by and large, is in a financially healthy! 
position. Given attractive products at prices he} 
feels are fair, he can be counted on to crowd the 
markets and salesrooms. The chances are that he 
will make 1959 a good but not a record automobile 
year. The fact is that the over-all credit situation i 
not easy enough to permit car dealers to offer tie 
“crazy credit” which was such a big influence in! 
stimulating the sale of almost 8 million cars in 
1955. A likelier figure for 1959 is somewhere between 
4.5 and 5 million, not enough to lead the economy 
into boom. 

Thus, it seems clear that no 1955-type boom is n 
prospect for 1959. But it is equally clear that 19.9 
will be a year of stable business activity. It is true 
that excessive inventory-building in the first half of 
the year, in anticipation of a mid-year steel strike, 
or price increase, could be followed by a reaction n 
the second half. But by then capital spending m:y 
be moving higher to take up slack. 


Tm 


The Coming Liquidity Squeeze 


What needs to be realized is that a slackening 1n 
the rate of business recovery does not necessari y 
mean lower interest rates and higher bond prices. The 
fact is that it will not require much further increase 
in business activity and credit demand to tax the 
available supply of savings and bank credit. This 
is true even though the flow of funds into the major 
savings institutions—mutual savings banks, private 
pension funds, life insurance companies and saving’s 
and loan associations—rose to a record $1614 bil- 
lion in 1958. For one thing, the record saving in 
1958 reflected consumer caution in a recession year; 
1959 is not likely to produce so large a savings fow.| 
For another, almost two thirds of these funds go 
into mortgages and are not available for invest- 
ment in bonds. Moreover, the total supply of mort- 
gages is likely to be even greater in 1959 than the 
approximately $14 billion created in 1958, and the 
demands for money from corporations and states 
and municipalities are not likely to be substantially 
lower. 

The commercial banks will have to make up the 
difference between total demand for funds and the 
supply of savings. It is not sufficiently appreciated 
that the banks are now in a tighter position than 
they have been at this stage of recovery in mor 
than a generation. For example, the New York 
banks now show a loan to deposit ratio—a banker’s 
measure of how “loaned up” he is—of 58%, only 
8% below the 66% peak touched in September 1957. 
At the comparable stage of recovery from the 1954 
recession, the New York banks’ loan to deposit ratio 
was 46%. 

The significance of loan/deposit ratios to bond 
prices lies in the fact that U. S. commercial banks 
hold no less than $58 billion of the Federal Govern- | 
ment’s debt, and when they are tight for funds they | 
sell Treasury securities, depressing prices and rais- | 
ing yields. Over the 40 years since 1919, yields on | 
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long-term Government bonds have shown a remark- 
ably consistent tendency to move up and down with 
the loan/deposit ratios of all commercial banks. The 
chart above shows the relationship since 1950. 

The loan deposit ratio is now already above the 
46.8% level shown on the chart for June 1958. The 
rising drift reflects a strong increase in real estate 
mortgage loans, a renewed up-trend in consumer 
loans, and a tendency for deposit growth to be held 
back by a restrictive Federal Reserve credit policy. 
The loan/deposit ratio projected on the chart for 
1959 assumes deposits about unchanged from recent 
levels a continuation of the increases in real estate 
and consumer loans, and a seasonal decline in busi- 
ness loans during the first half of 1959. 

When business loans turn up—under the influence 
of inventory accumulation and capital investment 
needs—loan/deposit ratios will push still higher. 
At that point average yields on long-term Govern- 
ment bonds could push beyond the 3% to 4% range 
indicated on the chart as probable for mid-1959. 


The Budget and Treasury Financing 


Treasury needs for funds are also likely to be a 
force for higher interest rates and lower bond 
prices in 1959. This may seem strange in view of 
the President’s forecast that the federal budget, 
$12 billion in the red in fiscal 59, will be balanced 
in fiseal ’60. One explanation is that the President’s 
plan to cut about $3 billion from the current $80 
billion federal spending level is likely to meet op- 
position in Congress which wants to increase spend- 
ing. Furthermore, the Administration is counting 
heavily on a business boom to produce a $9 billion 
increase in the Federal revenues. This is more than 
was generated by the 1955 housing and automobile 
boom. 
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In any case, even if the Administration’s hopes 
are realized, the Treasury will still have to finance 
a budget deficit of some $5 billion in calendar 1959. 
This is because a good part of the revenue counted 
on to balance the fiscal ’60 budget will not come in 
until March and June 1960. In addition the Trea- 
sury will need another $2 billion or so to pay off 
Savings bond redemptions in excess of new sales. 
And apart from new money borrowing the Treas- 
ury will have no less than $48.6 billion of market- 
able securities (excluding weekly bili issues) to re- 
finance in the course of the year. 

Thus, the Treasury will be in the market con- 
stantly in 1959. With business improving and the 
banks rather tight for money, its task will not be 
easy. The problem is increased by the extent to 
which the Treasury has been exploiting the cor- 
porate demand for short-term obligations in the 
past few months. The bulk of the $12.3 billion 
Treasury securities sold for cash since last July 
have been taken by corporations. With profits still 
on the rise, there may be some limited further elas- 
ticity in this market, but the danger is that we will 
hit the end of the string suddenly, perhaps in March 
or Aprii when tax payments and inventory building 
will reduce the appetite of corporations for bills. 


New Treasury Long-Term Offering 


All these problems the Treasury will have to deal 
with in the background of a public debt which has 
been allowed to get far too short for comfort. At 
the end of December about $125 billion of the in- 
terest-bearing Federal debt (including Savings 
bonds) was due or redeemable within 1959. No less 
than $185 billion, or four fifths of the total was due 
within five years. 


It is no wonder that the (Piease turn to page 446) 
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Washington 








SUPERMARKETS in the food trades will receive the 
attention of Congress in a Senate Committee inquiry 
which will be instituted in an effort to learn what 
has happened to distribution since the owner-operat- 
ed corner grocery gave way to the big outlets which 
serve as the core of shopping centers. This is not 
another “chain store investigation” such as those of 
two decades ago when organized retailers sought to 
tax the interstate competition down to a competitive 
level. The new inquiry will not concern itself with 
taxes; it will look into practices of wholesalers, 





WASHINGTON SEES: 


The most mischievous strike of recent weeks 
involved workers in one of the country's highest 
paid industries-—-newspapers. The New York City 
newspaper strike closed nine of the country's 
major daily publications for almost three weeks 
and dented the December incomes of 10,000 
servient business units. It idled 17,000 persons, 
90 per cent of whom were not consulted and had 
expressed no grievance; it ran up losses of more 
than $50 million to the papers and to those who 
seek patronage through ads. The strikers lost an 
estimated average of $350 apiece; then they 
settled for almost the identical contract they had 
rejected when they called the strike. 

No person involved in production of a news- 
paper took part in the strike vote, and only about 
750 of the 4500-member deliverers union attend- 
ed the balloting session. There is something 
wrong in a Federally-supervised system of con- 
tract which makes it possible for one of the 
parties, in this instance a union, to inflict multi- 
million dollar damage and citywide inconven- 
ience and go free of suits requiring the offender 
to pay civil damages. That is particularly in- 
defensible when unions not party to a contract 
won't cross picket lines, their solemn pacts not- 
withstanding. Isn‘t it time for Congress to invoke 
principles of equity, stop acts of this type, which 
hurt the innocent, injure the economy. 














By “VERITAS” 


manufacturers, distributors and brokers which are 
suspect of price-fixing vices. 


SOVIET RUSSIA is about to send to this country copies 
of its first statistical summary, a book which the 
Embassy says will be somewhat similar to the 
Statistical Abstract of the United States. In con- 
tent, that is; the sources probably will not stand as 
close examination. The book will be interesting as 
a reflection of Russian claims. Typical passage: 
“The 1958 industrial output of the USSR will be 
36 times that of 1913, the USSR now producing as 
much in seven days as was produced in the country 
during all of 1917. During the first 40 years of the 
Soviet Union’s existence the annual rate of increase 
of industrial output was 10.1 per cent, compared 
to 3.2 in the USA, 1.9 in Great Britain, and 3.2 in 
France.” 


CONGRESS may square its obligation to organized 
labor by increasing the minimum wage from $1 to 
$1.25 an hour. The Administration favors adding 
about 2.5 million jobs to the payrolls covered by the 
Fair Labor Standards Act; labor wants about 10 
million brought in. Whichever prevails, the inclu- 
sions will embrace many who already are paid more 
than the minimum in industries or other work not 
now covered. For example a $50-a-week retail clerk 
working 40 hours a week, gains nothing. But “mil- 
lions more under Federally-guaranteed wages” 
sounds big in headquarters reports. 


LABOR DEPARTMENT data on wage scale changes in 
business and industry will give more attention than 
they have in the past to “fringe benefits.” These are 
appearing with increasing regularity in collective 
bargaining deals but seldom are translated into per- 
hour concessions. BLS Commissioner Ewan Clague 
thinks they should and he wants the go-ahead from 
Secretary Mitchell to appraise the items as they 
should be rated. The items he would place price tags 
on include holiday pay, vacation pay, sick leave, 
— health and welfare programs, among many 
others. 
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» Aware that the new session of Congress will re- 
examine the whole subject of war veteran pensions, national 











organizations of former servicemen are readying a counter- 








attack against economy moves. In an earlier and less 





warlike world, Washington found it possible to make 
monthly payments based only upon time spent in uniforn, 
disability, and age. The pension system as an organized 
Federal benefit at first embraced the relative handful of 
Civil War and Spanish-American War vets. 
principle was carried into the years immediately following 
end of World War 1. But in 1933, The Economy Act which 
reduced Federal payrolls and effected other savings, also 


The controlling 








depended largely on employment and income limitations after 























that law was passed. 


Federal and State bonuses, veterans preference laws 





for national and state employment, inexpensive insurance, 


and the GI Bill of Rights were intended to 
make such monetary reimbursement, and 
compensation, as it was possible to make to 
defenders of the country. Some of these were 
expected to be one-shot remedies for "the 
veteran problem." But the pendulum has been 
Swinging back to the methods used before 
World War 1: medical care and hospitalization 
for veterans and their families and benefits 
(pensions) have been getting farther away 
from the prime purpose of taking care of war- 
connected physical and economic weaknesses. 
A comprehensive bill being drafted by Rep. 
Olin Teague of Texas, will launch a re-cast 
of the pension program early in the current 
































reports discovery of thousands of veterans 
receiving nonservice-connected pensions, 
who have good incomes or substantial holdings 
of securities or cash. Teague points to the 
files to show that there also are many who 
are trying to live on government grants 
generally ranging between $70 and $80 a 
month. This material will be used in an 
effort to strike the balance which Congress 
intended but which has been thrown off by 
multiplicitous amendments to basic pension 
act and interpretations which have reached 
both extremes. The prime purpose is to give 
the needy vets a better break and save 
Treasury money in the process. 























session. 


» Veterans plan to ask for a separate 
and more liberal scale of compensation for 
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basis of old age and need. This would have 

no relationship to service connected basis. 
The annual petition for an across-the-board 
pension increase already has been filed 
with the committees in charge. Also wanted 
is erasure of the requirement that those 
who served in World War 2 or in the Korean 
conflict show service-connection to qualify 
for Federal monthly checks and hospitaliza- 
tion. The interest of veterans in obtaining 
new or increased payments is two fold: 
Present benefit, and pensions carrying on 
to widows and other dependents. 








There is scant likelihood that 
Congress this year will enact a national 
right-to-work law. There will be attempts 
in that direction but they will seek 
political profit rather than legislation: 
democrats are going to try to put republicans 
on the spot, having in mind what happened 
to many prominent GOP candidates in November 
when their election campaigns became 
entangled in "right" issues. Knowland and 
Bricker, for example. The simple fact of 
political existence is this: Only 18 states 
have right-to-work laws today. In the other 
31 states, the issues have been raised and 
defeated, or there hasn't been enough backing 
to force atest. Senators and Representatives 
must reflect the wishes of their states 
when the concept of a federal rights law 
comes up for examination. Little more than 



































billion dollar veteran aid program under 
his microscope during the recess period. 
The House Veterans Committee which he heads 
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one-third of the membership will feel 
mandated to vote for the open shop. An 
extremely delicate issue could be con- 
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veniently sidestepped. 





POne of the most far-reaching deci- 
sions of the Atomic Energy Commission in the 
forward march of A-Energy development and 
use had nothing to do with scientific matter. 
AEC has made operation of a fast breeder 
reactor in the vicinity of Detroit, Mich., 
dependent upon proof that it will not en- 
danger the health and public safety of 
persons living in the locality. The 
Commission has issued a license for 
construction to Power Reaction Development 
Company. Based upon a flood of worried 
complaints, a series of hearings was 
conducted. As a result, PRDC will be required 
to submit reports each three months on 
safety aspects of the project as planned. 
The permit will not be finalized unless AEC 
is convinced the hazards apprehended by the 
residents have been guarded against. 



































The Government is anxious that the 
program go forward without delay. On the 
record it has found, as uncontrovertible 
fact, that there is no inherent hazard or 
danger to the health and safety of the public 
in the construction or operation of fast 
breeder reactors. That puts it up to PRDC to 
conform, not to seek out new safety standards 
for operation of its reactor, which AEC 
holds ideally suited for civilian develop- 
ment if translated from the drawing board 
into the performing mechanism. A major 
advantage lies in the fact that it would 
increase many times over, the available 
reserves of nuclear fuel by conservation 
methods. What effect this development 
(bringing reactors close to populous 
centers) will have on the future of hydro- 
electric and steam power generation can only 
be speculative. It could have a major impact. 















































PSoutherners will have their hands on 
the legislative throttle at the committee 
level in almost every major operation of the 
new Congress. The chairmanships are a 
virtual monopoly of Senators and Represen- 
tatives from below the Mason-Dixon Line. 

A Chairman has only one vote, but his 
authority is almost absolute on the 
scheduling of bills for hearing, assignment 
of personnel to conduct subcommittee 
sessions (the point of first public hearing 
in most situations), on the preparation 
and forwarding reports to the floor. The 
delaying tactics he can invoke can be fatal 
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to the progress or ultimate action on any 
legislation. That has happened in every 
session of Congress. 


PHandling tax matters, including tax 
revision, will be two southerners—Senator 











Byrd of Virginia, and Rep. Mills of Arkansas. 
The same lineup is found on labor committees: 
Senator Hill of Alabama, and Rep. Barden of 
North Carolina. The appropriations bills 
must pass through committees headed by 
Senator Hayden of Arkansas, and Rep. Cannon 
of Missouri. Agriculture will look to 
Senator Ellender of Louisiana, and Rep. 
Cooley of North Carolina, the agriculture 
committee chairmen. The most important 
committee of the house, from the standpoint 
of legislative flow, is headed by Rep. 
Howard Smith of Virginia, who has not 
hesitated to kill bills by refusing to call 
them up for hearing. Banking and currency 
bills will go to two southerners, Senator 
Fulbright of Arkansas, and Rep. Spence of 
Kentucky. Senator Eastland of Mississippi, 
is chairman of the Senate judiciary com- 
mittee. Senators Russell and Rep. Vinson of 
Georgia, head military affairs. 












































Those named, of course, are all 
democrats. The chairmanships which northern 
democrats will hold include foreign rela- 
tions, with Senator Green of Rhode Island, 
and Rep. Morgan of Pennsylvania, the 
incumbents. Since the major foreign policy 
decisions rest with the President and the 
State Department, these cannot be regarded 
sensitive spots. Unless, that is, a true bi- 
partisan foreign approach is worked out, 
such as long been promised but not yet 
fulfilled. Rep. Emanuel Celler of New York 
City, is house chairman of the judiciary 
committee. Celler is as vigorous a crusader 
for civil rights as his opposite number, 
Senator Eastland is an exponent of preserving 
the status quo. In past years each has 
cancelled out the legislative efforts of 
the other in this field of opportunity. A 
repeat performance can be expected in the 
new session. The presiding officer of the 
House is Speaker Sam Rayburn, a Texas 
democrat, and a powerful influence on 
legislative movement. Vice President Richard 
M. Nixon presides over the Senate but he may 
be compared to a general without an army. 
The overwhelming democratic strength in the 
Senate has reduced the Vice Presidency, by 
sheer force of numebrs, to the status it held 
by custom in the earlier days of the Nation. 
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FAMILY OWNED CORPORATIONS 
THAT HAVE “GONE PUBLIC’ 


By ROBERT SHAW 


HERE is nothing mysterious or even novel in 

the phenomenon of closely held companies 
“going public” by offering their stock for wide- 
spread subscription; the process is a natural phase 
in corporate growth. For various reasons, how- 
ever, this once simple procedure has become more 
deliberate and formalized in recent years. 

At an earlier period in our financial history the 
transition of growing corporations from tightly 
controlled family businesses into enterprises of 
broadly dispersed ownership proceeded by imper- 
ceptible stages. Most new businesses (the infant 
railroads were a partial exception) were financed 
primarily by the personal associates of the initial 
promotor, establishing control in the hands of a 
small group personally acquainted and usually liv- 
ing in a single community. Even stock certificates 
were unknown at first; the shareholders possessed 
no tangible documents to evidence their ownership, 
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and records of ownership were kept, or transfers 
made, cnly upon the books of the company. 

But, by the process of inheritance and the divi- 
sion of estates, as well as the occasional necessity 
of inviting outsiders to contribute additional capital, 
the original large holdings were gradually frag- 
mentized, at the same time being distributed more 
widely among the general investing public. The 
inevitable result has been that the du Ponts have 
become minority holders in the enterprise founded 
by their illustrious ancestor, New York Central has 
ceased to be a “Vanderbilt road,” and even the 
mighty Ford empire has finally admitted the public 
to financial participation. In the present article we 
are interested in the investment aspects of this 
development, but its impact upon the general econo- 
mic history of our country has also been tremendous. 


Diversification 


The same process of the gradual break-up and 
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distribution of controlling blocks of stock in closely 
held corporations continues, of course, to go on to- 
day. (In rare instances it is resisted by provisions 
that heirs may sell stock only to officers or other 
members of the founding families.) But in many 
cases, owing to changed conditions, this gradual 
method of distribution has proved unsatisfactory, 
and it has been succeeded by the carefully planned 
sale of large blocks of stock as a single operation 
—the increasingly familiar “secondaries.” 

Before looking at some of the recent important 
secondary distributions, let us examine briefly the 
motives for such operations. First of all, it should 
be emphasized that secondary sales are carried out 
only for the account of individuals, and do not bring 
new money to, nor directly affect the companies 
whose stock is being sold. Not infrequently, to be 
sure, secondary offerings are linked with offerings 
of new stock by the corporation; this collaboration 
enables the corporation and the selling stockholders 
to benefit mutually from their common marketing 
efforts. But, as is always emphasized in the pro- 
spectus, the true secondary is conducted only on 
behalf of certain “selling stockholders,” with the 
company receiving no part of such proceeds. The 
selling stockholders will often, but not invariably, 
be such insiders as officers or relatives of the 
founders. 

Probably the most fundamental reason for insti- 
tuting a secondary distribution is simply that fa- 
miliar watchword of all investment: diversification. 

The founder of a business, who has often put a 
life-time of devotion, as well as all his liquid assets, 
into it, may be not only emotionally attached to the 
enterprise he has nurtured from its infancy, but 
may also have more confidence in his own man- 
agement than in that of other corporations in which 
he could participate only as an outside stockholder. 
Nevertheless, as a realist he will usually recognize 
the arguments in favor of diversification. If he does 
not think they apply to himself he may still see 
them as binding upon his wife and children, when 
they become his widow and heirs. If large family 
holdings have already passed through several gen- 
erations, the emotional attachment to them is usually 
weakened, and diversification seems correspondingly 
more important to the modern descendents. 


Estate Tax 


Another motive for unloading insider stock may 
be to protect the corporation from dissolution and, 
curiously enough, to assure the continuance of con- 
trol by the family of the founder. In such cases the 
selling stockholder(s) may have no desire to di- 
versify, but is forced into a secondary simply by 
his contemplation of today’s onerous estate tax. 
This levy, which reaches a maximum requisition of 
77% wupon a net estate of $10,000,000 by the fe- 
deral government alone becomes due within fifteen 
months of death. If, as is frequently the case, the 
principal of a closely held corporation has sub- 
stantially all of his assets invested in that enter- 
prise, sudden liquidation to meet this nearly con- 
fiscatory tax could mean the dissipation of family 
control, possibly even the ruin of the business. But 
by planning an orderly secondary distribution, tak- 
ing leisurely advantage of favorable market con- 
ditions, a company founder can avoid any sem- 
blance of a “fire sale,” and by promoting wide- 
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spread distribution increase the liklihood that his 
remaining large minority interest will still carry 
effective control of the business. 


Improving Marketability 


Still another reason for a secondary distribution 
is to improve the marketability of closely held 
stock. This, of course, looks toward some future 
occasion, when marketability may become more 
desirable. One such occasion would be the establish- 
ment of the fair price of a large block of closely 
held stock for estate purposes. In the absence of 
an established market and frequent quotes for any 
stock, the tax collector will look for other indica- 
tions of fair value, such as net assets per share or 
earning power. Such methods of appraisal are 
highly subjective, and not only create the possibility 
of serious injustice to the estate, but at the least 
invite expensive litigation. It may also be desirable 
to establish some trading position in the stock to 
facilitate other, future sales, either by the insiders 
or in behalf of the company itself. Even if no need 
for inviting outside participation is anticipated, it 
is usually good insurance to introduce the stock to 
the investment fraternity. 

To ‘be sure, the reasons above only explain why it 
becomes necessary for insiders, even if reluctantly, 
to offer large blocks of their stock to the general 
investing public. But why should this be done by 
“secondaries,” i.e., by concentrated selling cam- 
paigns conducted by underwriting syndicates? 
Couldn’t the selling stockholders accomplish the 
same objective by doling their stock out through 
the over-the-counter market, thus avoiding the con- 
siderable expense and trouble of registering the of- 
fering, preparing prospectuses. and frequently ob- 
taining listing. The answer to this question is 
simple. No. Both common sense and experience have 
shown that the major objectives of the selling stock- 
holders, viz. the best price possible and widespread 
distribution, are more likely to be obtained through 
the apparatus provided by an underwriting syndi- 
cate. Any large volume of sales over-the-counter 
would tend to depress the price of the stock, whereas 
the elaborate organization of modern underwriters 
can reach sufficient interested buyers to equate de- 
mand with supply. In any case, the underwriting 
process has the strong merit for the selling stock- 
holders, who are assured a fixed price for their 
shares, of shifting the risks of the operation to the 
underwriting group. In turn, the commission taken 
by the underwriter (always precisely specified in 
the prospectus) is in part a simple payment for his 
labor but also a reward for accepting these risks. 


Listing Advantages 


In many cases a well conducted secondary may 
by itself sufficiently accomplish the objectives of 
the selling stockholders. But one further step — 
listing upon a major exchange — frequently accom- 
panies the secondary. Listing may be compared with 
a comingout party for a debutante eager to make 
her mark upon Society — certainly desirable, if not 
essential, in both instances. It is possible, of course, 
to cite the example of some unlisted stocks that are 
widely distributed and readily marketable, but these 
are certainly exceptions. Many institutions and 
individuals arbitrarily restrict their investments to 
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IIE os ica seccanicseeasiindscasies 1903 4,419.2 2,682.9 4.22 





Great Atlantic & Pacific Tea .. 1859 NA 
71.06 


2,486.913 NA 
105.76 1.026 








Korvette (E. J.), Inc.t7 ........ 
Lykes Bros. Steamship Co. ..... 1925 67.4 53.7 2.60 
Reichhold Chemicalst7........ 1927 50.2 54.4 2.15 
Thiokol Chemical Corp. .......... 1928 39.0 54.6 1.09 


I NR ceicassiectnnenensncscsens 1886 128.07 109.4 1.237 


Walt Disney Productions ........ 1938 35.714 15.514 2.4414 


*—Based on latest dividend rate. 
+—% Retained by family, manage- 
ment and associates. 

d—Deficit. 

(NA)—Not available. 

++—These offerings were primary 
distributions, not secondaries. 


2—53 weeks ended 8/3/58. 
%3—Quarter ended Oct. 31. 
4—Plus stoc. 

5—Paid 5% in stock. 
6—Years ending Sept. 28. 
7—Year ended Dec, 31, 1957. 


3 mos. after offering. 


listed issues. This means that listing is an impera- 
tive if it is desired to capture the widest possible 
public interest in a previously closely held stock. 
Many companies may, to be sure, still be too small 
to qualify for listing at the time of their first 
secondary, but listing is the logical conclusion in 
the process of “going public.” 


Public Ownership 


“Going public” by means of a secondary distri- 
bution is thus really a normal stage in the life of 
modern corporations, occuring somewhere between 
infancy and maturity. At least, this is generally 
true at present, and is likely to be even more nearly 
invariable in the future, in an era when high income 
taxes inhibit the growth of businesses solely from 
retained earnings. In the past, however, it has oc- 
casionally been possible to build up large industrial 
empires at the same time keeping them closely con- 
trolled by heirs of the founders. A few such mo- 
nolithic enterprises have survived even into the 
present, and others, for some of the reasons out- 
lined above, have only recently opened their stock 
registrution books — and many of their corporate 
secrets — to the general public. 

Outstanding among these tardy debutantes has 
been the Ford Motor Co., 10,000,000 of whose shares 
were offered by the Ford Foundation, at 6414, in 
January 1956. This large distribution will serve to 
illustrate a legal requirement of such public offer- 
ings. Under SEC rules all solicitation must be ac- 
companied or preceded by a copy of the prospectus, 
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Secondary Distribution of Stock Held In Closely Held Companies 


Year Ist 9 Months ———— Retained Price 
Business Earnings Per Date Under- by Range 
Was Net Sales Share of writers Family 1957- 1958 Recent Div. 
Founded 1957 1958 1957 1958 Listing Offering and 1958 Div.* Price Yield 
—(millions)— Price otherst 
Campbell Soup Co. ................. 1869 $440.8! $501.3" $2.80! $2.952 12/13/54 $39.25 81%  50%4-28'2 $1.60 49 3.2% 
Champion Spark Plug Co. ..... 1910 NA NA NA 1.89 11/12/58 28.50 76 3914-2812 1.35 360 3.7 
Chock Full O’Nuts Corp. ......... 1922 6.43 7.03 .403 78 8 15.00 50 24 -15 25 23 1.1 
Desilu Productions Inc. ........... 1950 5.910 8.211 12,1610 12.2211 9 10.00 15 144-1212 17 (14 - 





















2.5114 


1-52 weeks ended 7/28/57. 


5—Co. plans to apply for listing. 
9—To apply for listing on Amer. 





% 








4.30 3/ 7/56 6450 40 5958-35% 160 53 3.0 





NA 12/15/58 
686 


48.20 81 59 -15 8015 52 1.5 











2/18/57 10 15 21%. 9 - 56 — 
2.93 6/ 5/58 


1.71 6/ 9/58 


22.50 67 24\e-1912 1.00 22 4.5 


25.50 58 59%8-20'2 1.00% 56 2.7 


1.38 12/10/58 53.75 20 102 -20% 5 96 - 
1.20 1/ 5/59 45.00 59 4612-4816 64 48 1.3 
11/12/57 43%-13 40% 43 9 


21.75 75 


1024 weeks ended Oct. 12. 

11-24 weeks ended Oct. 18. 

12_On common shares. 

13-26 weeks ended August 23, 1958. 

14_Year ended 9/27 

15_-Approx. rate on new stock adjusted. 

16_Listed on N. Y. S. E. 1/5/48. 

17_Directors, intend to pay initial quar. div. of $0.15 on 
&. 4, com. only, in April, 1959. 

159% of common and 100% of the class “B’ common, 
held by directors and officers. 


containing the relevant facts about the company. 
The Ford offering, probably the best known second- 
ary in financial history, naturally aroused wide- 
spread interest even among persons normally in- 
different to stocks. Only recently, in fact, SEC 
Chairman Gadsby criticized the Ford underwriters 
for whipping up public interest “to the point 
where the issue was to all intents and purposes 
completely sold long before any registration state- 
ment was filed.” Undoubtedly, a great deal of ball- 
yhoo accompanied the Ford offering, but most of 
this originated from outsiders, while Henry Ford II 
himself issued a cautionary statement to the public 
reminding them that no fixed level of earnings 
could be assured. It seems unlikely that any under- 
writing firms acted improperly in this offering, and 
Gadsby later made a partial apology. Ford was, of 
course, adversely affected by the sharp dip in auto- 
mobile sales following the 1955 peak, and the stock 
soon declined to a considerable discount below the 
offering price. While the demand at the time of the 
offering was so heavy that the stock had to be 
strictly rationed by brokers to their customers, the 
number of holders has subsequently declined steadi- 
ly, as smaller lots have apparently been consolidated 
into larger ones. 


Campbell Soup has also finally lifted the lid, to 
give the public at least a glimpse into the inside of 
its stewpot. Originally founded back in 1869, this 
business was solely owned by its late president, Dr. 
John Dorrance, or his estate, from 1915 to 1954, 
when a mere 13% of its (Please turn to page 436) 
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A Major Analysis and Outlook 


FOR THE 


UTILITIES 


By OWEN ELY 


LECTRIC utilities made a continued good earn- 
ing showing in 1958, with only a few companies 
such as Detroit Edison, Minnesota Power, and 
Columbus & Southern Ohio Electric showing any 
substantial reduction in share earnings as a result 
of the industrial recession. Detroit Edison felt the 
full brunt of the sharp decline in automobile opera- 
tions, with resulting heavy local unemployment, 
and share earnings for the nine months ended 
September 30 were down about 14%. Consumers 
Power, which also has a substantial automotive 
load, got off more lightly with a 4% dip in share 
earnings. Minnesota Power & Light, which serves 
the iron ore region and has a substantial proportion 
of industrial power, suffered an even sharper 
decline in net income—$2.22 for the 12 months 
ended November vs. $2.59—but is probably over 
the worst now. Columbus & Southern Ohio Elec- 
tric’s share earnings for the 12 months ended 
November 30 were down some 23%, due largely 
to industrial conditions. 
However, these companies were exceptions, and 
a recent tabulation of latest 12 months’ interim 
reports for all electric utilities showed an average 
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increase in share earnings of 4% over the previous 
period, as contrasted with an average 7% rate of 
gain in earlier years. The rapid growth utilities 
continued to make an outstanding showing, led by 
Florida Power Corp. with an increase of 31% in 
share earnings in the 12 months ended September 30. 

Consolidated figures for all private electric utilities 
are published monthly by the Federal Power Com- 
mission, the latest report being for the 12 months 
ended September 30 and for the month of Sep- 
tember. For the month of September there was a 
gain in net income of 10.5% and for the 12 months’ 
period 6.9%. For the one month period the num- 
ber of customers showed the usual 2% gain over 
last year, while increased residential use of elec- 
tricity more than offset the poor industrial show- 
ing, resulting in an increase in total sales of 5.1%. 
Rate increases boosted the increase in revenues to 
6.4%. On the expense side the utilities, enjoying a 
good hydro year, were able to cut fuel expenses 
1.9%—a most important item. While interest on 
long-term debt increased 15% there was a sub- 
stantial offset due to the interest credit on construc- 
tion, so that the increase in total income deductions 
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was only 5.8%. In the report for the twelve months’ 
period depression effects were more in evidence— 
sales were up only 1.5%, and revenues 4.7%. Utility 
operating income gained 7.1%; interest charges 
were 17.9% higher and total fixed charges up 8.6%, 
ko that net income gained only 6.9%. 


Importance of Weather Factor 


Weather is an increasingly important factor for 
slectric as well as gas utilities, and while it is dif- 
ficult to generalize, the overall 1958 results were 
probably on the favorable side. The cold spring 
greatly favored the Florida utilities, with thousands 
of customers using heat pumps, resistance heaters 
anc radiant panels to heat houses not designed for 
winter weather. On the other hand the very heavy 
ainfall in Texas, while it greatly improved farm 
onditions after a long drought, reduced the irriga- 
tion pumping load. Good rainfall and plentiful hydro 
supplies prevailed in much of the country. On the 
other hand the summer was generally cool and the 
air conditioning load was less than might have 
been expected. 

Latest weekly reports on electric output have 
been quite favorable, with recent cold weather 
Smagain affording a stimulus. Output in the week 
ended December 20 was 13.5 billion kwh, up 9% 
om the same period of 1957 and a new record 
high. All areas reported gains, New England mak- 
ng the best showing with an increase of 11.4% 
pver last year. 


Facts Back of the Advance 


Despite the fact that ‘inflation’ is said to be a 
major factor in the advance in the stock market, 
and that utilities suffer rather than benefit from 
it, the electric utility group has followed the upward 
surge of industrials. Electric utilities recently were 
selling about 28% higher than a year ago. Major 
interest has been in the growth issues, but the sharp 
advances in that group has carried many secondary 
stocks along with it. 

The utility companies have maintained their 
‘regular routine—reducing the average rate for 
residential electricity (due to “promotional” rate 
schedules) month after month and year after year, 
while rates for commercial and industrial use have 
been increased moderately. Facing high money rates 
and increased costs of financing construction the 
utilities have been reasonably successful in obtain- 
ing rate increases (see article in Magazine of Wall 
Street for Nov. 22). 

Dividend increases and stock splits for electric 
utility stocks continued in 1958, though at a some- 
what slower rate than in the previous year. Yields 
on growth stocks have dropped to around 2-3% while 
; the average yield on better-known issues is now 
slightly under 4% and the yield on all electric 
utilities averages about 4.2%. Price-earnings ratios 
for the most rapid growth utilities now average 
about 25 times, and for other growth issues range 
between 19-22, with the average for all electric 
utilities around 1714. The discerning investor can, 
however, still obtain some good yields—as high as 
514%, for example, on several New England issues; 
rhile price-earnings ratios as low as 14 times still 
prevail for a few companies such as Kansas Power & 
light, California Pacific Utilities, lowa Southern, Mich- 
igan G. & E. and New England Gas & Electric. 
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Commonwealth Edison recently announced a new 
dividend policy of paying out nearly all its share 
earnings. The $2 cash dividend rate will remain 
stable while a stock dividend (2% for 1958, and 
probably more in 1959) will be paid each year-end 
representing (in easily-cashable market value) the 
balance of earnings in excess of $2. A few other 
companies such as Missouri Public Service, Citizens 
Utilities, and Michigan G. & E. use regular stock divi- 
dends, but the policy of nearly 100% payout has 
not been adopted by any other electric utility com- 
pany, though Boston Edison and some other New 
England companies are noted for relatively high 
payouts. 


Price Factor of Institutional Buying 


Doubtless an important factor in the strength of 
utility stocks has been the institutional interest in 
growth stocks of all kinds. Up to about a year ago 
the 10 or 15 electric utility stocks composing the 
group of “growth utilities’ had been selling at 
about 16-20 times earnings compared with 12-14 
for non-growth stocks. But with the continued 
rapid increase in earnings for most of these com- 
panies—especially the Florida group—regardless 
of the recession, price earnings multiples of the 
leaders lengthened to 22-25. 

Are these high multiples warranted? A growth 
stock like Florida Power & Light yields only 1.8% but 
the holder can disregard this if he is reasonably 
sure that share earnings, dividends and price will 
continue in an upward trend. Moreover, many in- 
dustrial growth stocks like IBM—together with 
many hitherto obscure electronic and missile stocks 
—are now selling at 30-50 times earnings. As with 
utility stocks, the demonstrated and/or anticipated 
rate of growth governs the price-earnings ratio. 
Considering the greater hazards of many industrial 
growth stocks (loss of Government contracts, un- 
foressen competition, obsolescence, bad manage- 
ment, inadequate finance, etc.) present multiples of 
growth utilities seem reasonable enough compared 
with some of the fancy multiples for industrials. 
However it is dangerous to “put all the eggs in one 
basket” even in connection with utility stocks—it is 
much better to reduce the risks of regulation, politics 
and weather by diversifying as much as possible. 
In this way the risk will be largely confined to the 
market factor itself—the general popularity of 
utility stocks, and the vulnerability of the bull 
market as a whole. 





Utility Accounting 


There is another factor which the institutional 
type investor can make allowance for but which 
the small investor is not always qualified or able 
to appraise—the effects of different accounting 
policies. It is generally true that utility accounting 
is closely regulated and on the whole is more con- 
servative than in the 1920s; nevertheless, within 
this frame-work there are bookkeeping factors 
which may make the share earnings of one company 
not closely comparable with those of another. The 
two most important items are (1) the credit to 
fixed charges representing “interest on construc- 
tion”; and (2) “deferred taxes” representing actual 
tax savings which the utility may “normalize” or 
offset, so that they are excluded from its earnings. 
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Interest Charges 


Nearly all utilities use the interest credit on con- 
struction, which means that the utility adds to its 
earnings an arbitrary amount representing what it 
thinks it might earn on newly constructed property 
(mainly generating plants) not yet placed in opera- 
tion. Usually the company assumes that it will earn 
5% or 6% on the new property, and since 1958 was 
a heavy construction year the interest credit for all 
electric utilities substantially exceeded that of the 
previous year, partially accounting for the good 
showing of net income in 1958. 


Of course for most companies the item may not 
be of great importance but for others it may be a 
substantial part of earnings. Thus Washington 
Water Power and Idaho Power are building large 
hydro developments. In the 12 months ended Novem- 
ber 30, Washington Water Power reported a credit 
for interest to construction of $2,957,000, equivalent 
to nearly half of the earnings shown for the common 
stock. Idaho Power made a similar showing with an 
interest credit of $3,429,000 in the 12 months ended 
September 30—equal to about $1.22 out of the $2.60 
share earnings reported. Utility analysts are apt to 
distrust the interest credit because they fear a pos- 
sible “gap” or decline in earnings after the new 
plant or unit is installed, before it will be able to 
earn 6%. 


Depreciation 


Regarding tax savings from accelerated deprecia- 
tion, about twenty electric utilities now take the full 
benefit of these savings in reporting their earnings 
(partly because state commissions favor this meth- 
od) while several times that number “normalize or 
offset the savings, and some others do not use the 
method at all. It seems possible that Congress may 
do away with this privilege of using fast deprecia- 
tion in reporting earnings for income taxes, but in 
the meantime it is important to know to which 
group a utility belongs. “Flow through” may easily 
raise a utility’s share earnings by as much as 10%. 


Regulatory Climate 


What are the long-term prospects for the indus- 
try? As in the past, much will depend on the energy 
and initiative of engineers and managements in 
devising more economical generating facilities, new 
methods of distribution, ete.; the continued growth 
of population and formation of new families, and 
the rate of residential “housing starts’; the sales 
of improved household appliances, etc. In addition 
to these “opportunity” factors, there are the ‘“‘re- 
quired” factors of sound management, good financ- 
ing methods, and favorable regulatory atmosphere, 
so that the benefits of growth and of new economies 
can be conserved, at least in part, for stockholders. 
The most important, of course, is the regulatory 
climate which in turn depends so largely on local 
and national politics. 

A good case in point is California. Utilities in that 
state are not ranked along with Florida and Texas 
utilities as “growth stocks” because regulation has 
been erratic and frequently adverse. Over the past 
two or three years the situation had improved 
somewhat; while fuel costs skyrocketed and the 
utilities were unable to adjust rates automatically 
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for changing fuel cost (as they could in Florida) = 


the commission recognized the pressure on earnings 
and granted a number of rate increases. Now, how. 
ever, “politics” has again entered the picture. Gov. 
ernor-Elect “Pat”? Brown has made several state. 
ments to the effect that he was against several] 
recent rate increases, and feels that the tax savings 
resulting from accelerated depreciation should be 
passed on to the consumer in the form of lower 
rates. If (as sometimes happens) the utility would 
prefer not to use accelerated depreciation in its tax 
return he would like to force them to use it—thouzh 
thus for the courts have not ruled that this can be 
done. The California Public Utility Commission, 
while it may not reverse its position sharply, will 
presumably feel the “change of atmosphere” «s- 
pecially as new appointees gradually replace present 
commissioners. 


Future Growth Prospects 


The long-term growth prospects for the electric 
utility industry seem as bright as ever. It is general- 
ly recognized, however, that the rate of expansion 
in the postwar period reflected not only normal 
growth, but overcoming of the lag of the depression- 
ridden 1930s, and of the wartime period when con- 
struction materials and labor were difficult to obtain. 
The Federal Power Commission has estimated that 
by 1980 (as compared with 1957) residential usage 
of electricity will increase 238%, farm usage about 
100%, commercial 185%, industrial 187%, ete. Over 
the 23-year period total usage would gain 192%— 
which while less than the traditional “‘doubling each 
decade,” is an important gain. It is believed that 
this estimate is on the conservative side. 

According to the 24th Electric Power Survey of 
the Edison Electric Institute, the electric utility 
industry (including public power) now has total 
generating capability of about 146 million kw, a 
gain of 12% over 1957. The margin over peakload 
is estimated at 25% which is considered more than 
ample. The Institute expects the load to grow at 
the rate of 7.6% annually during 1957-61. The over- 
all construction program thus far scheduled, run- 
ning beyond 1962, calls for the addition of about 
52 million kw. Because of the present heavy excess 
capacity there has been a reduction in orders for 
new gererators (which must be placed two or three 
years ahead of time) but this is not considered to 
indicate any real slowing down in the industry’s 
future rate of growth. 


Struggle Between Public Power Interests and 
Private Utilities 


What about competition from public power pro- 


jects? This has always been a bug-a-boo for the} 


electric utility industry, more particularly for certain 
areas such as TVA, the Pacific Northwest etc. The 
increase in the Democratic majority in Congress is 


supposed to mean greater danger from expansion of} 


public power, but apparently this has not affected 
utility stocks marketwise as yet, to any appreciable 
extent. There are four ways in which the public 
power interests in Congress—frustrated over the 
loss of the Hell’s Canyon issue although they won a 


“victory” over Dixon-Yates—may move to expand} 


the scope of their interests: (1) They may pass a 
bill to let TVA finance itself (and expand accord- 
ingly), which bill was almost enacted by the last 
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Comparative Statistics on Important Electric Utilities 





— ——.-Earnings Per Share - 1958 Recent Div. Price Price 
12 mos. to Oct. Dividend Price Yield Earnings Range 
1954 1955 1956 1957 1957 1958 Per Ratio + 
Share * 

American Electric Power ...............cccccccsceseeem $1.68 $1.94 $2.03 $2.23 $1.80 $1.81 $1.622 55 2.9% 30.3 55-29% 
Boitimore Gas & Electric ...............cccccseeeeee 1.89 2.02 2.32 2.33 2.27% 2.30% 1.80 44 4.0 19.1 45 -31% 
Central & South West Corp. 0.0.0.0... 2.00 2.04 2.32 2.41 2.34% 2.50% 1.70 56 3.0 22.4 6034-3452 
Cincinnati Gas & Electric .................scse0000- 1.72 1.90 1.99 2.01 1.93% 1.95% 1.54 35 4.2 7.9 354-2834 
Cleveland Electric MMlum.. ..................0000000 1.93 2.49 2.60 2.64 2.56% 2.56% 1.60 53 3.0 20.7 5312-30 
Commonwealth Edison. .................c:cc0 2.70 2.62 2.72 2.85 2.89 3.10 2.00" 57 3.5 18.3 57-35% 
cmOOTNO TOTCG occ sccccssccsesescesccscosonseoes 2.98 3.12 3.20 3.44 (NA) 3.65 2.80 63 4.4 17.2 63 -40% 
UNO PURE GO, 5. u...cesecerccseccsoasccsscscosase 3.10 3.11 3.33 3.30 3.21 3.17 2.40 54 4.4 17.0 5734-42 
II oss coccorcscsanacudnnesauncecenciconion 2.05 2.43 2.36 2.62 2.64 2.14 2.00 42 4.7 19.6 424-354 
ND TI Gh OF a anasecasncsstnseccevecssvssenes 2.26 2.34 2.44 2.53 2.69% 2.843 2.00 48 4.1 16.8 4934-30'2 
RONNIE UNININT A GID oscnsicsiesncratncnscosonsiconcee 1.75 2.05 2.59 2.98 2.973 3.453 1.64 89 1.8 25.8 914-4415 
General Public Utilities .................... cece 2.42 2.81 3.05 3.21 2.99% 3.323 2.12 49 43 14.7 4978-3312 
IIE IINIIIID SIIIID: 0... seccdnccpnsonscaunvonvasnconteanecse 1.41 1.73 2.00 1.95 1.88 2.06 1.50 38 3.9 18.4 3812-25" 
Sta INE III oc aveccccscsccsecestsoncooesvsnoeten 1.21 1.34 1.51 1.44 1.43% 1.623 1.20 30 4.0 18.5 30 -19% 
Middle South Utilities 0.0.0.0... cece 2.13 1.93 2.18 2.41 1.71 1.86 1.80 46 3.9 24.7 4832-3034 
New England Electric System ...................... 1.16 1.24 1.23 1.19 .93 99 1.00 19 5.2 19.1 20 -14 
Niagara Mohawk Power ..............0..:cc0ee0e 2.11 2.22 2.13 1.91 1.83 2.15 1.80 38 47 17.6 39 -26'%4 
Northern State Power ................ccccsseseeeseeees 1.07 1.16 1.21 1.23 1.218 1.298 1.00 22 4.5 17.0 2212-132 
SIN MINI: cncichiciiastiieas ” “sen ounsspsneonvansexapapsoxerens® 3.02 3.55 3.79 3.62 3.62! 3.591 2.64 59 4.4 16.2 6012-4234 
SU MI IIE isecnesccciccscsccssessncssce 2.88 3.32 3.37 3.41 3.32% 3.63% 2.40 62 3.8 17.0 64 -43%4 
Philadelphia Electric ..............ccsscsseseseeeeees 2.25 2.39 2.59 2.60 2.52 2.78 2.00 49 4.0 17.6 4934-3458 
Public Service Elec. & Gas 2 ooo..eeeceeeeeesee 1.96 2.26 2.10 2.22 2.21% 2.23% 1.80 38 47 17.0 39 -28'% 
Southern California Edison .......................0. 3.06 3.32 3.48 3.12 3.09% 3.51% 2.40 59 4.0 16.8 6114-447 
RUIN PIII o.casoncscsscncosinecisescnnsonsceenne 1.29 1.35 1.54 1.65 1.61 1.79 1.20 37 3.2 20.6 3758-20" 
Texas Utilities ........ seopsicaneipuaaessisiaialianbasaatasianiaies 1.93 2.06 2.35 2.56 2.53 2.72 1.60 65 2.4 23.8 67 -385 
RNID MUNIN TI, ssn cascsienasconcnsosseensatoeosstossonsd 1.65 1.70 1.70 1.94 1.95% 1.66% 1.52 32 47 19.2 3212-247 
Virginia Electric & Power ..........cc.sccsseeeeeee 1.10 1.27 1.39 1.53 1.48 1.64 1.10 39 2.8 23.7 407%-21'4 
NN III os cnkssccsndvsseccasntsnnnconenessoon 1.88 2.06 2.15 2.19 2.17 2.25 1.50 35 42 15.8 3534-2312 
Wisconsin Electric Power .............ccsccsccseeeseees 2.31 2.36 2.44 2.40 2.36% 2.073 37 4.5 17.8 371%-28'2 


*—Based on latest dividend rate. 

+—Based on latest earnings report. 

**—Two for one stock split to holders of record 1/6/59; subject 
to approval by stocholders 1/5/59; distribution 1/23/59. 


fongress. (2) They might pass the Neuberger bill 
or a Columbia River Authority, setting up a one- 
man agency in the Pacific Northwest which could 
finance itself, take over the output of Bonneville and 
ther public dams, possibly buy or appropriate 
private utilities, ete. (3) In New York State where 
he issue over public power from Niagara had 
keemingly been compromised, Congress might au- 
lhorize the New York State Power Authority to 
tarry out its recent proposal for a huge atomic or 
team power plant to supplement the hydro projects 
t is now building. (4) Congress can also move to 
‘take over” the atomic energy field—much as hydro 
has been exploited in the past—although the private 
itilities have thus far been encouraged to under- 
ANUARY 


17, 1959 





1.70 





(NA)—Not available. 

1—12 mos. ended Nov. 30. 
=—Plus stock. 

3—12 mos. ended Sept. 30. 


take construction of a number of large atomic re- 
actors. 

Discussing these in the order listed, regarding 
TVA, the big fight between Wendell Willkie and 
the Authority in its early days is still remembered. 
It was compromised, and both the Authority and 
its utility neighbors have respected the ‘“‘gentle- 
man’s agreement” reached at that time. However, 
TVA was permitted by Congress (partly due to 
defense needs) to build large steam plants supple. 
menting the fully developed hydro resources. Con- 
gress thus far has kept a tight reign on TVA and 
expansion had to be financed out of revenues or 
Treasury loans. Now it is proposed that TVA be 
allowed to sell its own (Please turn to page 434) 
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HE year 1958 will probably go down in financia 

history as the year individual investors redis- 
covered bank stocks and institutional investors vig:' 
orously renewed their interest. New York bank 
stock prices advanced 29% in 1958 through De- 
cember 23 and bank stocks outside New York City 
advanced 34%. The favorable market performance 
in 1958 when interest rates faltered and bank earn- 
ings tended to level off contrasts strongly with re- 
current periods of indifferent market performance| 
of bank stocks in past years of increasing earnings 
and rising interest rates. No doubt the strength in| 
the bank stock market in 1958 in part mirrored the} 
strength in the general securities market but more 
particularly it indicated wider public acceptance} 
of bank stocks and increased realization of the 
strategic position the banking industry occupies in 
our dynamic economy. Leaving this idea for sub- 
sequent development let us quickly scan the bank- 
ing picture over the last two years. 


1957 Rising Interest Rates 


In retrospect 1957 was a year of near perfect 
bank operating conditions and all-time record bank 
earnings. Loan demand was at times nearly insati- 
able and money rates reached their highest levels 
in more than twenty years in August 1957, with the 
prime loan rate going to 414% , with U. S. Treasury 
237-day interim bills marketed at an average yield| 
of 4.173% and the Federal Reserve rediscount rate 
increased to 314%. Almost at the end of the year, 
on November 15, 1957, the Federal Reserve Board 
in apparent advance of need abruptly reversed its 
policy by returning the rediscount rate to the 3% 
level which had prevailed in the first eight months 
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Statistical Data on Leading Bank Stocks 


Total Deposits Loans & discounts 

12/31 12/31 12/31 =12/31 

1958 1957 1958 1957 
(Millions) 


American Trust, San Francisco ....$1,673 $1,539 $ 895 $ 8.50 
Bank of Amer., San Francisco .... 10,307 9,524 5,662 5,554 
ee: Tee, BE. Fs ocncccscc000,.... 2,779 2,556 1,391 1,448 
Chase Manhattan, N. Y. ... 7,386 6,884 3,807 3,737 
Chemical Corn Ex., N. Y. ............ 3,174 2,933 1,524 1,468 
Continental Illinois, Chicago 2,555 2,394 1,066 1,164 
First National City, N. Y. ............ 7,009 6,692 3,836 3,867 
First National of Chicago 2,706 2,614 1,488 1,512 
First Penna. Bkg., Phila. ............. 1,070 998 509 536 
Guaranty Trust, N. Y. ......... 2,638 2,438 1,665 1,610 
Hanover Bank, N. Y. ...... occ Se 1.576 898 912 
PEE PONIES, TPL Win, censcassccsnsnccscenece 1,775 1,578 837 806 
Manufacturers Trust, N. Y. ......... 3,258 2,966 1,268 1,255 
Mellon National, Pittsburgh 1,834 1,753 969 1,013 
National Bank of Detroit 1,766 1,803 673 706 
New York Trust 743 375 399 
Philadelphia National 935 439 436 
Security Ist Nat!., L. A. ............. 2,773 1,273 1,196 





*—Net operating or indicated earnings 
N.A.—Not available 








of the year. However, the U. S. Treasury 90-day 
bill rate tended to remain above 3% and the prime 
loan rate remained at 414% so the late change in 
Federal Reserve policy had little effect on 1957 bank 
earnings, whatever it might forbode for 1958 earn- 
ings. There was a small increase in the overall 
average volume of loans and investments in 1957 
compared with 1956 and average interest rates and 
average volume of commercial and industrial loans 
increased sharply, notably in New York where pre- 
vailing rates were lower at the start of the year and 
there was substantial unused lending capacity. The 
net operating earnings of twelve large New York 
banks as a group increased 13% in 1957 compared 
with 1956, with individual increases as high as 19%. 
1957 was the third consecutive year of significant 
increase in earnings of these banks with an increase 
of almost 17% in 1956 and 15% in 1955, for an ag- 
gregate increase over the three-year period of 52%. 
The earnings of these banks have more than doubled 
since 1950. 


1958 Reversal and Recovery 


The decline in interest rates first signaled by the 
reduction in the rediscount rate from 314% to 3% 
in November 1957, accelerated in 1958 reflecting the 
reduced demand for loans and the aggressive open 
market operations and easy money policy of the 
Federal Reserve Board. The prime loan rate was re- 
duced in January from 414% back to the 4% rate 
which had prevailed in the first eight months of 1957 
and was subsequently reduced to 314% in April. The 
Federal Reserve implemented its easy money policy 
by aggressive open market operations and reduced 
reserve requirements against demand deposits in 
three stages between late February and late April 
from 20% to 18% for Central Reserve City Banks, 
from 18% to 1614% for Reserve City Banks and 
from 12% to 11% for Country Banks. The overall 
volume of loans and investments increased sharply. 
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Indicated 
Current Recent Div. 
Dividend Bid Yield 


U.S. Gov't Secur. Book Value = Earnings 
12/31 12/31 per share Per Share* 
1958 1957. 12/31/58 1958 1957 


$ 489 $ 402 $41.94 $3.97 $3.49 $1.60 
2,398 1,874 23.49 3.01 2.81 1.80 
629 514 66.56 5.47 5.64 3.00 
1,506 1,151 48.23 4.25 4.24 2.40 
586 480 46.39 4.25 3.86 2.40 
816 714 87.00 8.36 7.52 4.00! 
1,512 1,156 62.31> 5.02 5.02 3.00 
769 533. 209.57 19.42 19.11 8.00! 
207 152 40.88 (N.A.) (N.A.) 2.20 
568 525 69.80 5.04 5.21 4.00 
438 262 43.00 3.52 3.74 2.00 
493 345 26.88 2.64 2.78 1.60! 
865 701 43.95 4.07 4.06 2.00 
502 375 110.68 8.53 8.62 4.00! 
661 654 51.07 5.22 5.19 2.00 
199 151 70.71 6.26 5.94 3.75 
209 174 33.56 2.91 3.14 1.90 
1,265 1,107 37.88 3.59 3.56 1.60 


1—Plus stock. 
2—Includes City Bank Farmers Trust Co. 











The rediscount rate was reduced by three reductions 
in quick succession from 3% to 234% late in Jan- 
uary, to 214% in the early part of March and to 
134.% in April. The U. S. Treasury 90-day bill rate 
collapsed to 1.055% by the end of April and to 
.635% by June. By the end of June the Federal 
teserve apparently had completed its policy of ag- 
gressive increase in the money supply and strove 
for stability by maintaining a relatively neutral atti- 
tude. Finally, on August 14, the discounte rate was 
initially increased from 134% to 2% in a dramatic 
reversal of Federal Reserve policy and the prime 
loan rate was increased from 314% to 4% on Sep- 
tember 12. In October the discount rate was raised 
again, this time from 2% to 214%, as the bill rate 
approached the 3% level. 


Bank Earnings Maintained 


It would be hard to imagine more rapid changes 
in money market rates or more abrupt reversal of 
trend of interest rates than occurred in these two 
years. One might naturally expect a decline in earn- 
ings to reflect this large change in current interest 
rates but per contra bank earnings were we!l main- 
tained and, in fact, increased in the first nine months 
of the year at least (much as bank earnings were 
maintained and increased in 1954 which was a 
closely comparable year). Furthermore, based on 
Federal Reserve figures the banks actually received 
a higher average rate of return on both loans and in- 
vestments in the first six months of 1958 than they 
received in the first six months of 1957. 

A great many reasons may be advanced for this 
favorable performance; the most important being 
that current interest rates are only part of one 
factor affecting bank interest income. Interest in- 
come is determined by the average volume of loans 
and investments and the average rate received on 
average loans and investments. It follows that: 


419 








1. Even very large movements in current interest 
rates have relatively little effect on average rates if 
they last only a short time. 

2. The effect of a decline in average inteerst rates 
may be at least offset, or more than offset, by an 
increase in the average volume of loans and invest- 
ments (the average volume of loans and investments 
through November 1958 compared with same period 
of 1957 increased approximately 8.4% for New 
York weekly reporting member banks and 6.6% for 
weekly reporting member banks in leading cities). 

3. The change in average volume of loans and 
investments is the net of the movement of the 
average volume of loans and the average volume 
of investments. When loans decline banks increase 
investments, some of which may be tax exempt, 
rather than have idle funds, and what is more im- 
portant, aggressive open market operations of the 
Federal Reserve System, particularly in conjunction 
with reduction in reserve requirements, result in 
a much larger increase in investments than the de- 
cline jn loans. 


Nine Months Earnings Increase 


Net current operating earnings before income 
taxes of all member banks increased approximately 
3% in the first six months of 1958 compared with 
the first six months of 1957. Net current earnings 
after income taxes of twelve large New York banks 
(Bankers Trust, Bank of New York, Chase Man- 
hattan, Chemical Corn, First National City, Guar- 
anty Trust, Hanover Bank, Irving Trust, Manufac- 
turers Trust, J. P. Morgan, New York Trust, U. S. 
Trust) increased 4.2% in the first six months of 
1958 and 1.0% in the first nine months of 1958 
compared with the corresponding periods in 1957. 

The nine months comparative consolidated earn- 
ings report of the twelve large New York banks 
showed an increase in interest income in 1958 in 
spite of lower interest rates and reduced volume of 
commercial loans, because of the large increase in 
interest and dividends on securities. The moderate 
increase in interest income plus an increase in other 
income increased total income by 4%. After deduct- 
ing expenses and income taxes net operating earn- 
ings in the first nine months of 1958 were $2,016,000 
(1%) more than net operating earnings in the first 
nine months of 1957. Net operating earnings in the 
fourth quarter of this year can be that much less 
than earnings in the fourth quarter of last year 
before there is any decline in earnings in calendar 
1958 compared with calendar 1957. 

The fourth quarter is normally the best quarter 
of the year and includes other operating income such 
as trust department income which may have been 
earned in the other quarters. It is also quite prob- 
able that there was a tendency on the part of man- 
agement to understate income in the first three 
quarters of 1958. It is, therefore, almost impossible 
to accurately estimate fourth quarter results last 
year. However, considering the favorable nine- 
months figures and the improved current interest 
rates in the fourth quarter it appears mathemati- 
cally certain that any decline in the earnings of 
these banks as a group in calendar 1958 compared 
with calendar 1957 will be small, although individual 
results will probably be mixed. I would add that 
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banks in interior cities (Reserve City Banks) would 
probably show a moderate increase in earnings be- 
cause their operations are not as closely tuned to 
money market interest rates as the New York banks. 


Reappraisal of Bank Earnings 


At the outset we commented on the favorable 
market performance of bank stocks in a year when 
interest rates faltered and bank earnings tended to 
level off. This favorable market performance of 
bank stocks indicated wider public acceptance of 
bank stocks and increased realization of the stra- 
tegic position the banking industry occupies in our 
dynamic economy. More particularly bank stock 
prices advanced because: 

1. Bank earnings tended to stabilize at an all- 
time record high level in a year of recession and 
declining interest rates. 

2. Stability of earnings was a mark of honor and 
distinction in a year when earnings in most indus- 
tries declined. 

3. The record showed that bank earnings had 
increased in 1954 under similar conditions and then 
had increased substantially in the following year. 

Another year of favorable earning performance 
under difficult conditions brought to the attention 
of investors, with renewed emphasis, the fact that 
while bank earnings increase in periods of pros- 
perity they stabilize in periods of recession. This 
sounds like a perfect sort of earnings outlook and I 
think it is. It results from the fact that variation 
in the money supply has proved to be one of the 
most effective factors in achieving economic stabil- 
ity, but as a practical matter, the net variations 
over a period of time have been expanded. In 
times of prosperity the money supply must be in- 
creased no matter how grudgingly, in order to 
provide the legitimate needs of commerce and indus- 
try in a growing economy. In times of recession, 
as in 1958, the money supply is artificially increased 
to stimulate the economy to start expanding again. 
Since enlargement in the money supply (deposits 
and currency) have proved to be substantially per- 
manent, the banking business has benefitted and 
should continue to benefit from an increasing vol- 
ume of loans and investments, with loans increasing 
in periods of prosperity and investments increasing 
in periods of recession. Interest rates go up in pros- 
perity and soften in depression, but the duration of 
periods of recession tends to be restricted by the 
application of the full powers of the Federal Govern- 
ment and periods of softer interest rates, therefore, 
do not last long enough to materially reduce the 
average rate received by banks on loans and invest- 
ments which is protected by term commitments. In 
brief, bank earnings benefit over a period of years 
from increasing overall volume of loans and invest- 
ments and stable to increasing average rate re- 
ceived. 

It appears to the writer that the public will both 
cause and accept application of a higher multiplier 
to bank earnings in appraising bank stocks, because 
of the certainty of bank earnings in periods of 
recession and the increase in bank earnings in pe- 
riods of prosperity. The acceptance of a higher mul- 
tiplier will also result from greater investor know]- 
edge of the built-in (Please turn to page 432) 
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MEAT PACKERS? 


> Fresh reappraisal of all vital factors in the packing 
industry—weighing the impact of mounting meat supplies 


and profit margins . . 


. with side-by-side breakdown of 


annual 1958 company reports, plus 1959 earnings- 


dividend projections. 


By RING HARALDSEN 


HE patter of pigs’ feet is sweet music to the meat 

packers, and when an estimated 42.5 million 
porkers who survived birth this fall toddle off to 
market next spring, the industry’s buyers should 
rub their hands joyfully in anticipation of the lower 
prices they will undoubtedly be paying for hogs on 
the hoof. Livestock supply conditions, particularly 
hogs, are the primary determinant of meat packer 
earnings. The prices they pay for the live animal are 
extremly sensitive to supply variations, while whole- 
sale and retail prices are far stickier, the latter 
being largely dependent on consumer buying power 
and an inclination to switch to other protein foods 
when fresh meat prices exceed family budget limi- 
tations. 

In the fiscal year ended October 31, 1958, meat 
packer earnings showed favorable comparisons with 
the previous year, despite the fact that livestock 
conditions had not materially improved, but it is the 
year ahead on which we now focus our attention. 
Even though meat packing shares enjoyed good 
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market performances in 1958, there is good reason 
to feel that industry conditions have improved to 
such an extent that further market advances are 
a good speculative possibility. 


Industry Background 


It is necessary to understand the conditions under 
which the meat packers have been operating, and 
what, if any, changes have been effected, before 
examining more recent developments. 

Meat packing is an extremely competitive indus- 
try, with over 3,000 livestock slaughtering estab- 
lishments which process over 30 billion pounds of 
live animal annually. This fact, together with the 
problem of varying animal supplies and some ques- 
tionable management philosophies regarding plant 
utilization, is responsible for one of the most cyclical 
earnings records to be found, and this in an indus- 
try basic to our very livelihood! Attention is di- 
rected first to the problem which will in all likeli- 
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hood continue to exist to some degree and over 
which the packers exercise absolutely no control— 
that of variations in livestock supplies. 


Sell Corn or Raise Hogs? 


Fluctuations in hog supplies have long been the 
chief cause of the highly cyclical earnings records 
of packers. Not only are the bulk of packers’ physi- 
cal facilities devoted to processing hams, bacon, and 
other pork products, but the time required to bring 
a hog to marketable weight is so short (six months 
compared to three years for beef cattle) that the 
farmer can quickly alter his plans according to the 
variations in the factors he must consider. 

Corn is the primary feed for hogs and depending 
on the market prices for corn and the price he can 
expect to get some time in the future for live hogs, 
the farmer will adjust his plans accordingly. These 
factors are conveniently combined into the key 
statistic known as the hog-corn ratio, which is the 
number of bushels of corn equal in value to 100 
pounds of live hog. A level around 12 has been con- 
sidered to be the break-even point, above which it 
is more profitable for the farmer to utilize his corn 
crop as feed. The ratio, which stood at 9.4 in Janu- 
ary, 1956, has risen to over 20 this year and at 
last computation (December 31, 1958) was at 16.3. 
In recent years, the ratio has not proved as reliable 
an indicator of future hog production as it formerly 
had because of government corn support programs. 
However, the corn belt farmers have decided to 
operate in a freer market, with parity prices re- 
duced and acreage restrictions dropped. With this 
development, some crosscurrents have entered the 
picture and the ability to forecast the effect of this 
decision has been hampered. At first glance, it would 
appear that unrestricted corn crops seeking their 
normal price level would have a deleterious effect on 
hog supplies, spelling trouble ahead for the packers. 
But the government has indicated that it might step 
in and support pork prices should they falter. On 
balance it is reasonable to assume that the fluctuating 
pattern of the past will persist in the hog-corn ratio. 


Margin Squeeze 


The aforementioned meat packers’ philosophy to- 
ward plant utilization was a desire on the part of 
the packers to keep their outmoded, sprawling, ex- 
cess-capacity plants operating at all costs in the be- 
lief that it would be cheaper than shutting down 
when supplies dried up. Admittedly it is not easy 
to quickly shut down and start up such tremendous- 
ly large organizations, especially considering labor 
union problems. However, in their misguided eager- 
ness to fo!low this path, prices were often bid up 
to unrealistic levels. With meat costs accounting for 
about 75% of expenses against revenues, and plant 
overhead considerably less, it is apparent that prof- 
its were not aided by these policies. 

Consumer prices, on the other hand, are not the 
flexible item that prices for meat on the hoof are, 
and as a result, in periods of short animal supply, 
packer earnings deteriorate. The consumer’s food 
budget is a rather rigid affair and when prices 
rise for better cuts of meat, the consumer down- 
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grades to less expensive cuts. 

Not only are the packers competing with them- 
selves, in a sense, but also with the hundreds of 
firms bidding for the available supplies so that they, 
too, can keep their facilities operating. Then, also, 
the large packers cannot easily abstain from bid- 
ding when conditions are unfavorable for the stigma 
of anti-trust action could result. 


Capital Expenditures 


Recognizing their more basic problems of having 
to operate with outmoded, inefficient plants, the 
packers have spent huge sums since the end of 
World War II in efforts to renovate, relocate and 
revive their sagging profit margins. Management 
cannot really be blamed for desiring to keep their 
plants going, but they have long been saddled with 
facilities incapable of producing satisfactory earn- 
ings under anything but optimum conditions. Ar- 
mour and Swift alone have expanded over $500 
million since 1946, while the other leading industry 
factors have also spent sums commensurate with 
their respective shares of the market. It is difficult 
to say what effect these outlays have had on mar- 
gins. On the surface, one might argue that the in- 
dustry has done nothing to improve its lot since 
margins are still less than 1% of sales after taxes. 
However, older plants which had been severe drains 
on earnings have been closed, and newer plants 
built on a decentralized basis closer to sources of 
animal supply. Rising rail freight rates and rapid 
strides in truck refrigerated transport have made 
it cheaper to process the animal first, then ship the 
dressed meat to eventual markets, although it re- 
mains to be seen whether these expenditures will 
bring about real operating efficiencies and it is rea- 
sonable to expect that on a longer range basis, some 
economies will be effected. As the following table 
indicates, it only takes a small change in margins 
to bring about significant changes in earnings per 
share. This is generally considered to be the prin- 
ciple speculative attraction in the shares. 


Company Number Shares (000) Sales per Share 
Armour 4,677 $414 
Cudahy 1,542 243 
Hygrade 528 776 
Morrell 825 485 
Swift 5,909 456 
Wilson 2,234 307 


Current Industry Developments 


Livestock supplies, particularly hogs, have now 
taken a decided upturn. Reference to the table en- 
titled ‘Livestock On the Farms’ reveals what has 
gone before. Hog supplies had declined over 15% 
from 1952 and about 6% since 1956. It has only 
been in the late months of 1958 that hog slaughter- 
ings showed year-to-year gains. 


Livestock on the Farms (000 omitted) 


At Jan. 1 Cattle (less milk cows) Hogs 

1958 71,610 51,559 
1956 73,591 55,173 
1952 65,008 62,117 


The latest U. S. Department of Agriculture fore- 
casts of pig crops makes pleasant reading for all 
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Statistical Data on Leading Meat Packers 
i Net Sales Earnings Net Profit Dividend Recent Div. 
1957 1958 Per Share Margin Per Share Price Range Price Yield 
————(Miilions)———-— 1957 1958 1957 1958 1957 1958 1957-58 
IN ai piccstseravcctcorcscacanscisccncncsad $1,935.71 $ N.A. $ .72 $1.18 1.7% N.A. 3 _ 2358-126 22 a 
RI MII ss sticnctvecstonecciossisectscenee 340.11 369.0! 1.05 1.46 6 7% - - 15 - 5% 13 - 
i, Hs Bh, Be sa vacescccciscsccccccsonssess 335.0! 360.91 5.74 5.18 1.0 8 2.504 2.50 6012-4834 56 4.4 
Hygrade Food Products................c00000 380.8 411.4 2.37 2.39 3.5 3.3 1.004 1.00 24 -13% 22 45 
International Packers ...............c:00e0000 29.9 22.2° 94 .33° 5.9 4.0° .50 50 1134- 6% £211 4.5 
| I I TO I sccctariscescccnsccscssiscene 394.3 400.0° .62 2.80° a 6° 504 .30 22%-10' 22 1.3 
TR NIN 6 sicaiicssssncnanacceealscasescsaonsacebanbice 2,542.21 2,645.31 2.29 1.70 5 4 2.25 1.60 42'2-26% 34 47 
| SII i icccccnssiessaacandhenveicaueeiorsn 640.9 685.8° 2.19 3.075 8 1,15 1.00 1.00 332-13 31 3.2 
| N.A.—Not available. 1_Fiscal year ended Oct. 31. 4—Plus stock. 
2—6 mos. ended June 30, 1958. 5—Estimated. 
3—10% stock. 








nterested in the meat packers’ fortunes. The crop 
this year totalled 94.8 million head, up 8% over last 
year. The fall crop was up 17% and next spring’s 
s expected to be up 13% over last spring. These in- 
creased supplies will not be reflected in 1957-58 
earnings, since the packers had little, if any, time 
to assimilate these improvements into profits. They 
will be felt in earnings of the current fiscal year 
and undoubtedly carry over into at least the fore- 
part of fiscal 1960. Beyond that, it is difficult to 
predict hog supplies with any sort of assurance. 


Beef Herds Being Built 


It was only about 114-2 years ago that the great 
seven-year drought in the western and southwestern 
states was broken. Cattlemen are still in the process 
of building up their beef cattle herds, but with a 
three-year growing period, we can expect to see in- 
creased marketings in the 1960-61 fiscal years. 


A Smoother Seasonal Pattern 


In the past, livestock marketings have been highly 
seasonal in nature. Hogs especially, which were 
formerly born jin the spring, fed on new corn in the 
fall, and brought to market for slaughter in early 
winter, are now marketed in a more uniform fash- 
ion. This smoothing of the seasonal peaks and 
troughs has allowed the packers to operate their 
plants more efficiently. 


Cattle and By-Products 


Only 55-70% of the animal is useable as meat and 
although the bulk of revenues comes from meat 
sales, it is generally be!ieved that profits thereon 
are quite small since the wholesale value of the meat 
is the same as, if not less than, the cost of the live 
animal. It is easy to see that the effective utilization 
of the by-products makes an important contribution 
to earnings. These include drugs derived from 
glands, leather, hair, soap, Lanolin (a component of 
wool grease) and a variety of other useful products. 


Market Considerations 
It is understandable that in deference to their 
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erratic earnings records and cyclical nature of the 
industry the market has not seen fit to value meat 
packing shares very generously. However, the pos- 
sibility of better earnings patterns, and consequent 
dividend payments (now that cash requirements for 
capital needs are somewhat diminished) together 
with basic improvements in operating efficiency, 
cou'd prompt investors to place high price-earnings 
multiples on the shares. This is not to say that the 
industry has shed its onerous characteristics, for it 
is difficult to perceive an end to fluctuating livestock 
supplies and margin squeezes. Currently, though, 
the stocks do appear to be well into an upswing and 
with longer range improvements cowpling with fav- 
arable shorter term factors, 1959 could prove suc- 
cessful in terms of market performance. 


Investment Discussion 


Swift & Company is the world’s largest factor in 
the meat packing industry and by and large has 
managed to gain the greatest market following. Its 
dividend record has been good, and earnings have 
been recorded in each year since 1946. In only three 
years of the last 50, 1921, 1932, and 1938 have losses 
been reported, a particularly noteworthy achieve- 
ment in so volatile an jndustry. Primarily responsi- 
ble for this performance has been a capable man- 
agement, quick to recognize and act upon needed 
company reorganizations, a well entrenched market 
position, and an accounting system which tends to 
flatten the cyclical pattern, thus negating to a large 
extent at the reported earnings level, the changes in 
supply and price conditions for livestock. Swift ac- 
counts for nearly a fifth of federally inspected do- 
mestic meat slaughter, and its activities embrace 
substantial foreign interest, particularly in Canada, 
England and Cuba. The company operates about 50 
packing plants and over 100 dairy and poultry 
plants, in addition to a number of sales branches 
and by-product factories. A measure of diversifica- 
tion is present in Swift’s ownership of Globe Life 
Insurance and Security Mutual Casualty Company. 
Swift’s internal reorganization and capital improve- 
ment program may well have peaked out and signi- 
ficant savings have already been made. Earnings 
in the year just ended declined to their lowest level 
since the war, necessi- (Please turn to page 440) 
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Seasonal 


With respect to net change in 
the market level, February has 
the worst long-term record of 
any month in the year. In it there 
has been some decline by the in- 
dustrial average in 33 out of the 
last 62 years, some gain in 29 
years. Bear in mind that the 
mathematical odds theoretically 
favor gain in any month, because 
bull markets have a much longer 
average duration than bear mar- 
kets and generally are of broader 
scope. The best market months 
historically are July, August and 
December. What February may 
bring in any given year is, of 
course, guesswork. There is a 
stronger technical case at this 
writing for a market correction 
than in a long time. We do not 
view February, 1959, with confi- 
dence—nor the rest of January 
either, for that matter. 


Mixed 

In what has been widely adver- 
tised as a market reaching for the 
sky—and presumably bound to 
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ror PROFIT ann INCOME 


get there—the following stock 
groups remain relatively back- 
ward at levels ranging from ma- 
terially to widely under highs at- 
tained variously in the period 
1955-1957: Air transport, alu- 
minum, aircraft manufacturing, 
chemicals, coal, copper, lead and 
zinc, machinery, metal fabricat- 
ing, petroleum, paper, shoes, sul- 
phur and textiles. 


On Stilts 


The stock groups that have had 
particularly wide advance over 
past highs are drugs, finance com- 





——————_—_—______————— 
INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1958 1957 
Addressograph-Multigraph — ............cccccccseceseseees Quar. Oct. 31 $ .64 $ .46 
PRMRI TI ORIG oscscnsssnccscscncscsissssnsceodeocase Quar. Nov. 1 1.23 1.05 
MINE MINE), BINDS, | sscacsscadecsccdccscccccessocascossdes Quar. Oct. 31 1.20 1.04 
SPORE MMIII MIN. sceaUsncisnacasobcsiacunsderstspasecesessce 12 mos. Oct, 31 2.72 2.53 
Ne I OUD icon cisicecatinscctccacizasisiasnssconenece Quar. Oct. 31 1.03 79 
IN IOI 5p cis csskscansdpcancudacscicansesinasstcasnasecs Quar. Oct. 31 1.15 94 
Brown-Forman Distillers .................c.cccccsssesseseees 6 mos. Oct. 31 1.53 53 
I FIN oar coca tscsstacsccisccsvensescensanspaskiosaauskans Quar. Sept. 30 2.60 2.41 
Madison Square Garden ...............ccccsessseeseseeese Year Aug. 31 77 69 
Federated Dep't. Stores ............c:ccccsccsessseseseees 13 weeks Nov. 1 94 83 











panies, food brands, food stores, 
electronics and office equipments. 
It is probably a safe forecast 
that, in relation to the market, 
they will not do as well in 1959 
as 1958. Some groups which had 
above-average 1958 recoveries 
and which are believed unlikely 
to be among this year’s leaders 
are agricultural equipment, com- 


munication, mail order stocks, 
meat packing and liquor. 
Valuation 

In the case of most stock 


groups which have risen sharply, 
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average price-earnings ratios are 
uncommonly high. In that of cig- 
arettes, most issues have not yet 
regained old highs, much of the 
group’s sharp rise over the last 
18 months or so has been account- 
ed for by exceptional gains in 
Lorillard and Reynolds, and all 
issues are still reasonably priced 
in relation to past valuations and 
to general market valuation to- 
day. On estimated 1958 profits, 
price-earnings ratios range from 
roughly 10.0 to 12.0. They are 
well under the average for in- 
dustrials generally. Dividend 
yields are above average. Sales 
are trending up. At least moder- 
ate further 1959 profit gains are 
likely. Performance of the group 
can hardly be exciting this year. 
But, with so many stocks exces- 
sively priced, Reynolds Tobacco 
and American Tobacco strike us 
as comfortable equities to own; 
and, in comparison with the gen- 
eral list, Lorillard—now off to 80 
from high of 89—looks more ap- 
pealing than it did a few weeks 
ago. 


Off Considerably 


Among individual stocks 
which are not performing well at 
this writing and which are down 
considerably from their best 1958 
levels are: Aluminium, American 
Hardware, American Potash, Av- 
co, Bausch & Lomb, Boeing, But- 
te Copper, Case, Consolidated 
Cigar, Consolidated Electrody- 
namics, Copper Range, Deere, 
General Portland Cement, Grace, 
Hercules Powder, International 
Nickel, International Shoe, John- 
son & Johnson, Kennecott Cop- 
per, Link Belt, Magnavox, Mesta 
Machine, Miamj Copper, National 
Acme, Parke Davis, Reliance 
Mfg., Royal Dutch, Scovill Mfg., 
Sun Oil, Tidewater Oil, Vick 


| Chemical and Wrigley. 
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Cement Stocks 


Both in actual level and in re- 
lation to the industrial list, the 
cement stock group reached a 
peak around mid-summer of 1956. 
It has not since been approached. 
Although their relative popular- 
ity has been considerably reduced, 
the stocks continue to sell at high 
multiples of earnings; and divi- 
dend yields are below average in 
most cases. One big factor in the 
group’s earlier popularity was an- 
ticipation of benefits for the in- 
dustry from the vast Federally- 
sponsored road - building pro- 
gram. The latter is now accelerat- 
ing, but is not scheduled for 
maximum annual outlay before 
1962. The Bureau of Public 
Roads estimates capital spending 
for highways at $6.2 billion in 
1958, and forecasts a progressive 
rise to about $8.1 billion in 1962. 
In line with the old saying, the 
performance of cement stocks has 
been a case of anticipation being 
sweeter than realization. The in- 
dustry has considerable excess 
capacity. By the time it is taken 
up, the greater part of the pro- 
jected rise in road-building out- 
lays probably will have been seen. 
While improvement is likely, 
earnings of cement makers will 
not boom this year; and the po- 
tentials of 1960-1961 could easily 
be exaggerated. The stocks ap- 
pear amply valued. 


Florida Utilities 


Prospects for long-term growth 
in the revenues and earnings of 
the leading Florida utilities are, 
of course, promising. But, in 
keeping with the spirit of the 
times, as reflected in market in- 
flation, the stocks are at prices 
which discount profit growth for 
a rather extended time to come. 
At 30, Florida Power Corp., re- 
cently split 3-for-1, is selling 
around 25 times probable 1959 














DECREASES SHOWN IN RECENT EARNINGS REPORTS 

1958 1957 
PS TGURIIR, GANG vvnessssccsceccccsececoesessesesess Quar. Oct. 31 $ .04 $ .56 
Western Union Telegraph. .............cccccccccceseseeees 10 mos. Oct. 31 1.36 1.60 
BN IN cc cacovsscusicassstssccsaisachsosctnceaiebncas Quart. Sept. 30 51 78 
I TN cence sscciiccnocshtavceansanacscehocnses 9 mos. Sept. 30 56 3.04 
PE I isco sscscccssosicniccsacesasesghenooes Year Sept. 30 2.36 2.94 
RN I cscs scascassisascichasonstsonenchran 9 mos, Sept. 30 2 1.05 
Chicago Pneumatic Tool Co. .........cccccceseseeee: 9 mos. Sept. 30 1.21 1.99 
NR I I scat exsceccsesnancsnscsscabcasnicceses Quar. Oct. 31 .40 .60 
Champion Paper & Fibre ..........ccccccccccsccsssseeeee Quar. Sept. 30 36 59 
Amerada Petroleum .. Quar. Sept. 30 90 1.05 





earnings. Its average annual 
price was around 10 times earn- 
ings in 1949, 15 times in 1954 and 
17 times as late as 1956. The past 
comparisons are generally similar 
for Florida Power & Light which, 
around 90, is now selling in the 
vicinity of 24 times likely 1959 
earnings. Those who bought 
either stock a few years ago are 
getting a good investment return, 
and have no problem. Both are 
richly priced for new buying. On 
a two or three year perspective, 
Florida Power & Light probably 
offers more than Florida Power 
Corp. 


Income 


Probably there are still some 
conservative investors who pre- 
fer to get a decent dividend yield 
on any stocks they buy with sur- 
plus funds. In today’s market 
they find that difficult. Indeed, it 
is impossible, if they define a sat- 
isfactory yield in terms of past 
standards. Typical of generally 
reduced current return on in- 
come stocks, representative utili- 
ties are now on an average yield 
basis of less than 3.9%. In 1957 
the figure ranged between rough- 
ly 5.5% and 4.7%; in 1956 be- 
tween about 5% and 4.5%. 
Among safe - dividend income 
stocks, you can get yields of 4.5% 
to 5% now only in issues with 
quite modest potentials for ap- 
preciation. A few examples are 
American Snuff, Equitable Gas, 
Kresge, Northern States Power, 
Public Service of Indiana and 
Woolworth. 


Boosts Ahead 


Among income stocks now sell- 
ing on roughly an average yield 
basis (around or not far removed 
either way from 4%), there ap- 
pear to be chances for some lib- 
eralization of dividend rates 
within 1959 in the following in- 
stances: Beatrice Foods, Benefi- 
cial Finance, Consolidated Nat- 
ural Gas, First National City 
Bank, Indianapolis Power & 
Light, Lone Star Gas, National 
Biscuit, Brown Shoe, Kansas 
City Power & Light, Northern 
States Power, Middle South Utili- 
ties, Philadelphia Electric, Pacif- 
ic Finance, Southwestern Public 
Service and Walgreen. How 
much? The answer has to be mod- 
est-to-moderate at best. 


(Please turn to page 448) 
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Business 
Trend 
Forecaster * 


INTERESTING TO NOTE — 
The rise in industrial production 
line between 1956-57 was offset 
by economic decline in that 
period, accurately forecasting 
heavy inventory accumulations. 


Wis the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t)—Seasonally adjusted except stock and commodity prices. 
(a)—Based on F.W. Dodge data. 2 month moving average. In constant dollars. 
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ACTIVITY 


Industrial Production 
(FRB INDEX 1947-1949-100) 


ae arnt 


aa 


THE TREND FORECASTER 


SC AE AT BIGHT 


RELATIVE STRENGTH MEASUREMENT 


y 1954 5 1955 4 1958 


This we have done in our Trend Forecaster (develop: 
over a period of several years), which employs those indicato 
(see Components of Trend Forecaster) that we have found | 
most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itse 
is not a true gauge of the business outlook—the right answ: 
can only be found when balanced against the state of o1 
economy. The Trend Forecaster line does just that. When 
changes direction up or down a corresponding change in o1 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pr 
sented in our Relative Strength Measurement line, which r 
flects the rate of expansion or contraction in the making. Whe 
particularly favorable indications cause a rise that exceec 
plus 3 for a period of time, a strong advance in general bus 
ness is to be expected. On the other hand, penetration « 
minus 3 on the down side usually precedes an important co: 
traction in our economy. 

We believe that subscribers will find our Business Tren 
Forecaster of increasing usefulness both from the investme: 
and business standpoints. 


Current Indications of the Forecaster 


By all indications, the Trend Forecaster and tk 
majority of its components have entered the new yec 
in a continuation of the uptrend from the lows « 
March, 1958. 

In the closing months of 1958, the longer-term trenc 
of all of the eight component series except nonresider 
tial construction were rising, and even on a month-tc 
month basis a majority were pointing upward in eac 
month of the last quarter. The Relative Strength Measur 
throughout the last quarter of 1958 evidently remaine 
in the range above +4. 

At the turn of the calendar year, it may be apprc 
priate to add something about the interpretation of th 
Trend Forecaster for 1959. Based on the latest figures 
the Forecaster and its related series point to furthe 
cyclical improvement in business into the spring o 
1959. The forecaster ordinarily has a “lead” of no mor: 
than six months, however, and it is not yet saying any 
thing about the direction of business trends in the las 
half of the year. Its behavior over the next severa 
months should begin to point the trend for later 1959 
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CONCLUSIONS IN BRIEF 


RODUCTION—continued to rise in December, as auto 
roduction schedules were further accelerated. Ma- 
inery, and raw materials output, also advancing. 
utlook: moderate further rise in next three months. 


RADE—Retail volume in December evidently set a 
ew all-time high, a few percentage points above 
e same month of 1957. Auto sales have improved 
oderately, but not booming. Outlook: stable to 
ightly higher store sales in next three months. 


ONEY & CREDIT—Funds still in adequate supply, 
terest rates firm, but not rising. Fear of inflation, 
which may lead to tighter money conditions, is being 
offset at least temporarily by obvious stability in 
prices themselves. 


OMMODITIES—in general, the price level is in a 
light, noncumulative uptrend. Advances in raw ma- 
rials prices have been moderate, and only slight- 








BUSINESS ACTIVITY 
M.W.S. INDEX (1935-1939 - 100) 
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urther gains are at all likely. Rising labor costs, until 
ow offset by productivity gains, will press up on 
nished goods prices in early 1959. 








MONEY AND BANK CREDIT 
(WEEKLY REPORTING MEMBER BANKS) 

















HILE the usual haze still beclouds the outlook for 

1959 as a whole, there are some fairly clear out- 
lines now visible for the first half of the year. Unless 
expectations of the most experienced economists in 
Washington and New York are far wide of the mark, 
this will happen in the first half: 

Gross National Product—the total value of goods 
and services produced—will average about $463 bil- 
lion; the rate in the last quarter of 1958 was a little 
over $450 billion. 

Industrial production will average about 145 on 
the Federal Reserve's index (1947-1949-100), as com- 
pared with about 140 in the last quarter of 1958. 


Housing starts will run at about a 1.2 million rate, 
seasonally adjusted. They will be in a slight month- 
to-month downtrend. 

Retail sales will remain high, but not rise signifi- 
cantly above the present seasonally adjusted rate of 
slightly more than $17 billion per month. Auto sales 
will be better than in 1958, but may not greatly ex- 
ceed a 5-million annual rate, even including import 
sales. 

Prices, at both wholesale and retail levels, will 
rise only very slowly. At the moment, there is no 
indication of an inflationary excess of-demand over 
supply in any sector of the economy. Indeed, it will 
take heavy promotion to maintain demand near 
enough to supply to avoid price deterioration. 

Capital spending of business for new plant and 
equipment will rise moderately from its present 
quite depressed rate. But there is no likelihood that 


(Please turn to the following page) 

























































































































































Latest Previous Year 

THE MONTHLY TREND Unit Month Month Month Ago 

INDUSTRIAL PRODUCTION* (FRB)...... 1947-'9-100 | Nov. 141 138 139 

Durable Goods Mff..........scccssessese- coves 1947-'9-100 | Nov. 152 145 154 

Nondurable Goods Mfr..........cscsesee 1947-'9-100 | Nov 135 134 128 

Mining 1947-'9-100 | Nov 123 122 123 

a I ccs cas : anconescane.casscsabsnasaon $ Billions Nov 17.2 16.9 16.9 

Durable Goods... ..........0.... $ Billions Nov 5.6 5.4 $7 

Nondurable Goods $ Billions Nov 11.6 11.6 11.2 

Dep’t Store Sales 1947-'9-100 | Nov 135 136 129 

MANUFACTURERS’ 

New Orders—Total™...........ccccccecssess $ Billions Nov. 27.9 27.9 26.0 
Durable Goods $ Billions Nov 13.7 13.5 12.4 
Nondurable Goods $ Billions | Nov. 14.4 14.3 13.7 

Shipments* $ Billions | Nov. 27.2 27.6 27.2 
Durable Goods $ Billions | Nov. 12.9 13.4 13.5 
Nondurable Goods $ Billions | Nov. 14.2 14.2 13.7 

BUSINESS INVENTORIES, END MO.* | $ Billions | Oct. 84.8 85.0 91.1 

Manufacturers’ | $ Billions | Oct. 49.3 49.3 54.1 

Wholesalers’ | $ Billions | Oct. 12.1 12.1 12.8 

Retailers’ | $ Billions Oct. 23.5 23.7 24.2 

Dept. Store Stocks: .......cccccosccccscsscesee 1947-'9-100 | Oct. 152 152 155 

CONSTRUCTION TOTAL...............ccccccse000 | $ Billions Nov. 44 47 4.2 

Private $ Billions Nov. 3.1 22 3.0 
Residential | $ Billions | Nov. 17 1.8 1s 
All Other | $ Billions Nov. 1.4 1.5 1.5 

Housing Starts*—a | Th d Nov. 1330 1260 1009 

Contract Awards, Residential—b...... $ Millions Nov. 1206 1595 930 
All Other—b. | $ Millions Nov. 1388 1714 1441 

EMPLOYMENT 

IN Sas csscsctecaiunceteunsntnspinannte Millions Nov. 64.7 65.3 64.9 

Non-Farm Millions Nov 51.3 51.1 51.8 
NINN <i cicsncscisixicassnaiasiacsennen «.| Millions Nov 8.1 8.0 8.0 
Trade Millions Nov 11.4 te Wz 
Factory Millions Nov 11.9 11.7 12.7 

IE tansscvsisiicceocssrncnnanes Hours Nov 39.9 39.7 39.3 

Reamer TIRE. 0.05. .00ceccescesesieces Dollars Nov 2.17 2.14 2.11 

Weekly Earnings..............cc00 Dollars Nov 86.58 84.96 82.92 
PERSONAL INCOME™.................cccccccesesee $ Billions Nov. 360 358 350 

Wages & Salaries $ Billions Nov. 242 239 238 

Proprietors’ Incomes $ Billions Nov. 57 57 55 

Interest & Dividend $ Billions Nov. 32 32 32 

Transfer Payment t+| $ Billions Nov. 27 27 23 

Farm Income. $ Billions Nov. 17 17 15 

CONSUMER PRICES 1947-'9-100 Oct. 123.7 123.7 121.1 

II cl ice slcsasdas sien ncnatedsesantensatadasapeiehen 1947-'9-100 | Oct. 119.7 120.3 116.4 

Clothing . 1947-'9-100 | Oct. 119.7 120.3 116.4 

Housing 1947-'9-100 | Oct. 127.9 127.9 126.6 

MONEY & CREDIT 

All D d Deposits’... $ Billions Nov 110.3 110.0 105.9 

Bank Debits*—g $ Billions Nov 80.5 87.7 79.0 

Business Loans Outstanding—c.......... $ Billions Nov 30.6 29.7 31.5 

instalment Credit Extended’............ $ Billions Nov 3.6 3.5 3.6 

Instalment Credit Repaid”................ $ Billions Nov 3.4 3.4 3.4 

FEDERAL GOVERNMENT 

Budget Receipt $ Billions Nov. 5.0 2.8 4.8 

Budget Expenditures................ssce0 $ Billions Nov 6.2 7.1 5.8 

Defense Expenditures.............. .- | $ Billions Nov. 3.6 4.2 3.4 

Surplus (Def) cum from 7/1............ $ Billions Nov. (10.1) (8.8) (6.9) 





PRESENT POSITION AND OUTLOO 


outlays for machinery and manufac, 
turing facilities will approach thei; 
1957 peak at any time in 1959. | 
Corporate profits have already re. 
covered sharply, and in the first half 
of 1959 will run at very satisfactory 
levels; perhaps at an annual rate of 
about $45 billion, before taxes. 





* * * 


THE FEDERAL BUDGET—+there is an 
almost universal impression that the 
balance appearing in the Federal 
Budget for fiscal 1960—the year be. 
ginning this coming July 1—is iilv- 
sory, to put it mildly. Virtually every- 
one expects that Congress will in: 
crease spending above the $77-bil. 
lion figure now envisioned in_ the 
Budget Bureau's estimates. And ‘he 
increase could be as much as $5 bil- 
lion. Moreover, there is some ques 
tion whether the receipts side of the 
ledger will in fact come up to its 
$77-billion expectation: to do so, cor- 
porate profits will have to rise to, 
and stay at, a level well above $45 
billion. 

Sober second-guessing on the bud- 
get for fiscal 1960 still suggests o 
deficit in the range of $5 billion; o 
lot better than the current (fiscal 
1959) deficit, which is expected to be 
well in excess of $10 billion, but still 
far from a balance. This is something 
to watch in connection with the buy- 
ing power of the dollar. 


* * * 


HOUSING—this $20 billion dollar in- 
dustry has enjoyed a return to boom 
conditions, with a starts rate over 1.3 
million a year in recent months. How- 
ever, there is a likelihood that the 
rate of starts will have passed oa 
peak by early in 1959, and the trend 
of the industry may be down rather 
than up in the coming year. The rea- 
son for this expectation is the grad- 
val disappearance of federal assist- 
ance to housing, and the expected 
difficulties in the market for long- 
term funds. Indeed, the rate of ap- 
plications for VA-FHA building hos 
already begun to fall sharply. 


* & * 


CONSUMER CREDIT—in 1958, the 
total amount outstanding has hardly 
risen at all, and what increase there 
has been was localized in non-instal- 
ment types such as department store 
charge accounts, and service credit. 
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— QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUTLOOK 

LOOK In Billions of Dollars—S lly Adjusted, at Annual Rates 

- -_ Personal credit played a smaller role 

a 1958 —~—1957——| in 1958 business conditions than at 

their} SERIES TT " ! ul any time in the postwar year. 

as Quarter Quarter Quarter Quarter . 

jy rel — For 1959, the outlook for credit 

“ah alt GROSS NATIONAL PRODUCT ................ 439.0 429.0 425.8 445.6 extension is an important element in 

’ Personal C pti 291.5 288.3 286.2 288.3 ° 

Ictory Private Domestic Invest. ...sscsscsssssee 53.7 49.2 49.6 66.7 the outlook for business as a whole. 
yte of | Net Foreign Investment 0.5 0.5 0.5 3.6 If a net growth in installment debt is 
Government Purchases ........s.sssssseseers 93.3 90.9 89.5 87.0 resumed, it is bound to have helpful 
— pees vee os ed ow rt effects on many consumer durables 
a > ee , ; . industries—notably, of course, auto- 
PERSONAL INCOME ............ssccsssscsssssssseee 357.5 349.8 347.3 351.8 mobiles—and thereby on many major 
is an = & age Payments .... aan ane ann an raw materials industries such as 

ISPOSADIS INCOME  ......ccccceceeee a ° ‘ ° . 

S Ol Senin Gemedin 291.5 288.3 286.2 288.3 steel, nonferrous metals, paints, rub- 

eral personal Saving—d .vsscsssssssssssssssssessnn 22.5 19.2 18.8 20.4 ber, etc. If postwar history is any 

ur be. eeercante eenean vanens _ “9 po guide, the rate of instalment exten- 

a. yore - a 163 16.1 22.0 sions should mount sharply in early 

SVEY HB Co porate Net Profit ........ssscussssseeceee - 15.7 15.5 22.1 1959, as consumers find their in- 

ML ins Dividend Payments ........scssessssssseseeessere - 12.4 12.5 12.7 creased incomes adequate to handle 

7 - bil. Re 1ined Earnings cece © © cccccccccccssccccccccces - 3.3 3.0 9.4 a further monthly commitment on 

n the# pant & EQUIPMENT OUTLAYS .......... 30.3 32.4 37.8 credit. According to two recent sur- 

d the” veys of consumers’ attitudes, they are 

5 bile THE WEEKLY TREND somewhat more willing to buy, al- 

ques. Week i: Guten Yon though not yet in psychological shape 

of the Unit Ending Week Week Ago for a boom. 

to its . Business Activity Index*..| 1935-'9-100 Dec. 27. | 297.2 297.4 281.9 Experts in the consumer credit field 

>, Cor MS Index—per capito® ...... ee Dec. 27 221.2 221.3 212.6 expect to see a rising volume of ex- 

se to, § Steel Producti of Capacity Jan. 3 75.8 68.2 58.6 : 

e $455 Avtc and Truck Production....| Thousands Jan. 3 115 126 94 senators, but no such burst of a 
Paperboard Production ............ Thousand Tons Dec. 31 3219 296 2136 credit formation as occurred in 1955, 
Paperboard New Orders Th d Tons Dec. 31 | 365° 255 308 b when the consumer debt burden rose 

» bud.® Electric Power ee 1947-'49-100 Dec. 27 | 244.8 246.1 224.1 by about $6 billion. A good present 
Freight Carloadi Th d Cars Dec. 27 432 471 410 : : 

2Sts . 

StS OB Engineering Constr. Awards....| $ Millions Dec. 29 | 207 308 259 patty 7 oe == 

ON; OF Department Store Sales............ 1947-'9-100 Dec. 27 | 205 304 158 crease of perhaps $3 billion—enough 

(fiscal Demand Deposits—e..........cssse.. $ Billions Dec. 24 | 58.7 59.5 56.2 to carry a 6.0 million auto year, and 

to bel Business Failures ............-.:-s0 | Number Dec. 25 | 185 251 166 very satisfactory volume in appli- 

ut still o—11 Days ending Dec. 31. b—10 Days ending Dec. 31. ances, radio-television, and furniture. 
ethir 

; ised *Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. Ww. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 





disposable income over personal consumption expenditures. (e)—E (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
centers. (na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 











































THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
lar in-B No. of 1958-59 Range 1958 1959 (Nov. 14, 1936 Cl.—100) High Low Dec. 24 Jan. 2 
boom issues (1925 Cl.—100) High low Dec. 24 Jan. 2| 100 High Priced Stocks ........ 271.0 189.7 266.1 271.0H 
er 1.398 300 Combined Average .......... 436.9 283.9 426.2 436.9H | 100 Low Priced Stocks ...... .. 585.4 334.7 566.6 585.4H 
How- 4 Agricultural Implements ...... 356.5 196.5 349.2 356.2 DF Ge CID orcscccscnsesscernssccst 962.8 530.5 844.6 962.8H 
at the 3 Air Cond. ('53 Cl—100) .... 125.0 87.8 121.4 125.0H 4 Investment Trusts 185.1 144.4 181.5 185.1H 
sed of 10 Aircraft (‘27 Cl.—100) ........ 1252.4 982.2 1227.8 1252.4H 3 Liquor (‘27 Cl.—100) ......... 1564.6 913.4 1504.4 1564.6H 
trend 7 Airlines ('27 Cl—100) ........ 1079.6 638.8 = 999.6 1079.6H_ | 8 Machinery ....sscssssssssenesseen 456.8 343.8 443.5  456.8H 
shes 4 Aluminum (‘53 Cl.—100) .... 443.7 253.4 430.8 443.7H | 3 Mail Order 262.3 143.3 243.4 253.1 
mee CL ee 200.5 125.0 192.8 200.5H 4 Meat Packing ..........scseeee 204.4 123.6 196.5 204.4H 
e@ rea-® 6 Automobile Accessories ..... 413.4 298.9 401.4 413.4H 5 Metal Fabr. ('53 Cl.—100) . 181.4 138.1 176.0 181.3 
rad-§ 6 Automobiles ............0.0..0... 97.5 40.8 95.6 97.5H 9 Metals, Miscellaneous ........ 381.5 278.3 365.7 369.4 
g 
assist- 4 Baking (’26 Cl.—100) ......... 38.7 28.5 37.9 38.7H IIE iscsenensdcccscsnsosciesennsosnenns 1193.5 841.8 1170.1 1193.5H 
ted 4 Business Machines ............... 1317.2 898.2 1304.2 1317.2H Be IND: cisnssistcrnccisncresesvseess 852.1 629.7 835.4 852.1H 
wn J. ye 692.9 509.5 679.3  692.9H | 21 Public Utilities 0.00... 345.1 258.9 338.3 345.1H 
long- BD Ce II oscccscsccccssssecssseson 28.5 18.4 27.8 28.4 6 Railroad Equipment ............ 86.9 59.2 86.0 86.9H 
>f ap-§ 4 Communications _ ................ 163.0 85.7 163.0 164.6 8 en 73.1 43.0 717 73.1H 
g hos 9 Construction _........... - 1956 107.5 155.6 161.8 3 Soft Drinks ... 599.8 445.6 576.7 599.8H 
7 Containers ........ ; > Saar 707.3 1098.7 1131.7H 12 Steel & Iron ... 392.5 249.3 381.1 392.5H 
6 Copper Mining ...........000 292.5 184.6 277.9 280.7 Oe ancseeneesce 142.1 102.8 130.4 142.1H 
2 Gy PRODUCES oncccccscccceseoes 147.7 115.6 143.1 144.5 eS 828.5 543.4 764.0 794.6 
6 Department Stores ............. 119.1 78.9 117.9 119.1H 11 TV & Electron. (‘27 Cl.—100) 69.8 28.8 69.1 69.8H 
5 Drugs-Eth. (‘53 Cl.—100) .... 425.2 217.2 399.5 403.5 Se IE“ picansinsdekssdesacebacsnsss 178.4 106.9 176.6 1/8.4H 
8, the} 6 Elec. Eqp. (‘53 Cl.—100) ... 271.4 195.8 266.1 271.4H SD THe GD BEE cn reccccsccccceenss 216.1 142.3 211.9 216.1H 
hardly 3 Finance Companies ........... 747.2 568.8 719.3 712.1 TID aivestssssacuee 172.9 110.9 169.5 172.9H 
th 5 Food Brands .............. oe 406.3 255.5 398.3 406.3H 3 Variety Stores 331.4 239.3 324.9 331.4H 
4 va . SEE TIED: -scnciiitincsnnnsenin 275.1 182.2 271.5 271.5 | 20 Unclassif’d (’49 Cl.—100) .... 245.6 145.4 237.4 239.8 
‘Instai-§— 
t store H-New High for 1958-1959. 
credit. 
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SPOT MARKETS—Sensitive commodities declined further in the 
two weeks ending January 2, extending the downtrend that 
started late in November. The BLS index of 22 leading 
commodities lost 1.0% during the period, and has surrendered 
most of the September-November gains. Foodstuffs were 
particularly weak, losing 2.3%. Raw industrial materials 
were more resistant to decline with this component giving up 
only 0.4%. In this category, metals were slightly higher 
while textile fibers gave some further ground. 

The rank and file of commodities, meanwhile, continue in 
a slow up-trend that has been going on since October. Higher 
prices for manufactured goods are primarily responsible for 
this trend while farm and food products have been de- 
clining since early in 1958. 


—_ 


FUTURES MARKETS—Futures markets presented a mixed appez! 
ance in the two weeks ending January 2, although the large 
changes were on the downside. Lower prices were registerd 
by corn, soybeans, world sugar, lead, tin and cocoa, th 
latter being especially weak. Commodities to close highe 
during the period included cotton, wool tops, hides, rubbe 
and zinc. Most other futures were mixed. The Dow-Jone” 
Commodity Futures Index lost 1.94 points, reflecting the acuj_ 
weakness in cocoa. 
Nearby wheat futures were little changed in the for 
night ending January 2 while new crop options improved. 
Although acreage seeded to new crop winter wheat is 2¢ 
above a year ago, the estimated harvest, if average cro} 
conditions prevail, would be well under the 1958 level. 





ALL COMMODITIES 
1947-49 — 100 





120 
110 
100 
90 
80 
70 
60 


N 


1958 


1951 1952 1953 1954 


WHOLESALE COMMODITY PRICES 


1955 1956 1957 1958 1957 







im 


1947-49 — 100 


Ahm PRODUCTS 


70 


60 JFMAMJJASOND) FMAMJ JASOND 


1958 | 


























BLS PRICE INDEXES Latest 2Weeks 1Yr. Dec.6 
1947-1949—100 Date Date Ago Ago 1941 
All Commodities Dec. 30 119.2 119.1 118.5 60.2 
Farm Products Dec. 30 91.1 90.7 92.6 51.0 
Non-Farm Products Dec. 30 127.2 127.1 126.1 67.0 
22 Sensitive Commodities Jan. 2 85.3 86.2 845 53.0 
9 Foods Jan. 2 79.9 81.8 85.6 46.5 
13 Raw Ind‘l. Materials Jan. 2 89.0 89.4 83.7 58.3 
5 Metals | Jan. 2 97.3 97.1 86.4 54.6 
4 Textiles | Jan. 2 77.1 77.3 78.1 56.3 
MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 
1958 1957 1953 1951 1945 1941 
High of Year 154.1 166.3 102.2 215.4 98.9 85.7 
Low of Year 146.5 149.5 147.9 176.4 96.7 74.3 
Close of Year 150.0 152.1 1808 985 83.5 
DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 

1958 1957 1953 1951 1945 1941 
High of Year 1590 163.4 166.8 214.5 106.4 84.6 
Low of Year | 147.2 153.8 147.9 189.4 105.9 84.1 
Close of Year ' 156.5 166.5 176.4 96.7 74.3 
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"| "So then U.S. Steel invested $770 million in us” 


< 150 An American baby is born every eight seconds—11,000 every day—4,000,000 a year. Our population will 
soon be over 200 million. And as our population grows, our production must grow. We’ll need millions of 
= 145 new homes... . new schools and hospitals . . . new highways to carry 75 million motor vehicles by 1970 
N65 . . . not to mention countless appliances and conveniences that haven’t even been invented yet! 
No temporary setback can stop the growing needs of our population. That’s why United States Steel 
a 160] has gone ahead with expenditures totaling $770 million to provide more and better steels for tomorrow’s 
| citizens. This is the practical way that we’ve demonstrated our faith in the future. 
— 1 5 5 USS is a registered trademark 





(iss) United States Steel 








1959 Investment Outlook 
for Bank Shares 





(Continued from page 420) 


growth factor in banking. The 
present high level of the securi- 
ties market has turned the atten- 
tion of investors to bank stocks as 
a field of investment where sound 
values and attractive yields can 
still be obtained. 


Developments in Banking 


In New York it is possible that 
the local banking picture 
may be materially affected by 
passage of legislation permitting 
formation of bank holding com- 
panies and or the enlargement of 
the New York State banking dis- 
tricts. It seems a fair appraisal 
at the present time that the New 
York City banks will not now be 
granted freedom of movement in 
any materially expanded area 
either by holding company legis- 
lation or by expansion of their 
banking district, but the ultimate 
probability of such developments 
may stimulate interest in New 
York City bank stocks as well as 
in some of the larger upstate 
banks. 

The announcement on Decem- 
ber 18 of the proposed merger 
of J. P. Morgan & Co., Inc., with 
the Guaranty Trust Company has 
considerable significance in ap- 
praising the New York banking 
situation. The continuing bank 
will be the third largest bank in 
New York City and the fourth 
largest bank in the country. The 
two banks are wholesalers of 
credit rather than retail banks, 
but the union of these two banks 
alters the balance of banking 
power in New York and may log- 
ically lead to further mergers. 
The effect of the merger will be 
felt nationally as well as locally, 
because it will go a long way to- 
wards increasing the pre-emi- 
nence of New York City as the 
center of wholesale banking, and 
mergers may take place in inte- 
rior cities to restore the balance 
of power nationally. 

In California, mighty Bank of 
America’s position in state-wide 
branch banking is being chal- 
lenged. In August, Frank L. King, 
President of California Bank, Los 
Angeles, announced tentative 
agreement on a proposed ex- 
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change offer whereby Firstamer- 
ica Corporation proposes to ac- 
quire 80% or more of the out- 
standing stock of California Bank 
by exchanging 314 shares of 
Firstamerica for each share of 
California Bank stock outstand- 
ing. The Federal Reserve Board 
Examiner has recommended ap- 
proval of the plan and concur- 
rance by the Federal Reserve 
Board may have been granted by 
the time this article is in print. 
The stockholders of Firstamerica 
Corporation will be asked to 
agree to the exchange at the an- 
nual meeting on March 19 and 
subject to this approval and the 
approval of all necessary author- 
ities the actual offer will be made. 
Assuming completion of the deal, 
it is then proposed that the First- 
america’s only California subsi- 
diary, the First Western Bank & 
Trust Company, will be merged 
into the California Bank, Los 
Angeles, on terms yet to be an- 
nounced. This will create a $2 
billion bank which in itself is a 
fact of considerable importance, 
but the most important thing is 
that it will create a bank offering 
state-wide banking services, hav- 
ing 99 branches in the central 
and northern portion of Califor- 
nia and 63 branches in metropol- 
itan Los Angeles. It is probable 
that other San Francisco and Los 
Angeles banks may wish to offer 
state-wide banking services. It 
will also disturb the California 
banking balance of power and 
other banks may think it neces- 
sary to form larger units (wit- 
ness the announced merger dis- 
cussions between the American 
Trust Company of San Francisco 
and the Wells Fargo Bank of 
San Francisco). The acquisition 
of California Bank, Los Angeles, 
by Firstamerica Corporation has 
national significance in that the 
acquisition of the California 
Bank, Los Angeles, will enlarge 
the Firstamerica Corporation 
which is already the largest bank 
holding company in the country, 
controlling 23 banks having 322 
offices in 11 western states and 
deposits in controlled banks total- 
ing approximately $3 billion. The 
effect of the acquisition will not 
be felt in California alone but in 
all of the 11 western states served 
by Firstamerica and _ indirectly 
throughout the country as a 
whole. 


The future of the banking bus- 


iness is bright with or without 
these developments. The banking 
industry which serves all other 
industries will grow with them 
and may prosper when other in- 
dustries are affected by periods 
of adjustment. This was proved 
in 1954 and again proved in 1958. 


Need For Discrimination 


The favorable outlook for the 
banking industry is no reason for 
lack of careful study in purchas- 
ing bank stocks. The general ad- 
vance of bank stock prices has 
caused many good quality inte- 
rior bank stocks to sell on a par 
with those of the highest quality 
in this category. As a result, 
stocks of banks like National 
Bank of Detroit, National City 
Bank of Cleveland and Security 
First National Bank Los Angeles 
are today relatively attractive 
among interior bank stocks con- 
sidering the quality. 

I bow to the growth record of 
the interior banks in general, but 
I feel that solid investment values 
like First National Bank of Bos- 
ton, Philadelphia National Bank, 
Peoples First National Bank of 
Pittsburgh and Continental Illi- 
nois National Bank & Trust 
Company merit consideration in 
balanced bank stock portfolios. 

The New York bank stocks 
have lately been stimulated by 
prospective merger developments 
but, in my opinion, are still not 
overpriced. The New York banks 
doing both a retail and wholesale 
business, such as Bankers Trust 
Company, Chase Manhattan 
Bank, Chemical Corn Exchange 
Bank, First National City Bank, 
and Manufacturers Trust Com- 
pany have top standing. These 
banks will benefit from improve- 
ment in either or both retail and 
wholesale banking. The Chemical 
Corn increased its dividend dur- 
ing the year and the Manufac- 
turers Trust proposes to increase 
its dividend from $2.00 to $2.20 
a share in conjunction with the 
proposed doubling of the par val- 
ue of its shares from $10.00 to 
$20.00. 

Among the banks doing both a 
retail and a wholesale business, 
The First National City Bank de- 
serves special attention. This 
bank has unusually complete cov- 
erage of the entire banking busi- 
ness, both domestic and foreign, 

(Continued on page 434) 
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Statement of Condition as of December 31, 1958 


ASSETS 


CasH AND DuE From BANKS. ... 


Unitrep STATES GOVERNMENT OBLIGATIONS. . 


STATE AND MunicipaL SECURITIES. 


$1,767 601,412 
1,511,901,738 
520,511,051 


Chairman of the Board, Standard Oil 
Company of California 
DeWITT A. FORWARD 
Vice-Chairman 
J. PETER GRACE 
President, W. R. Grace & Co. 
JOSEPH A. GRAZIER 
President, American Radiator & 
Standard Sanitary Corporation 
HARRY C. HAGERTY 


Financial Vice-President, Metropolitan 
Life Insurance Company 


Orner SECURITIES . . 2. i « s * oe 108,335,782 
° ‘ H. MANSFIELD HORNER 
AN 36.340.39 Chairman, United Aircraft 
Loans ae ae 3,8 0,340, 1 Corporation 
Customers’ AccEPpTANCE LIABILITY . 2. 2. . 98 668,993 KEITH S. McHUGH 
4 ’ President, New York Telephone 
FeperAL Reserve Bank Stock < & 18,600,000 Company | 
= ae se a oe - ROGER MILLIKEN 
INTERNATIONAL BANKING CORPORATION . Be andl 7,000,000 President, Deering, Milliken & Co., 
Bank Premises, FURNITURE AND EquipMENT.. . 47,129,511 anseneageage | 
a Pent EDWARD S. MOORE, JR 
Items In TRANSIT WITH OVERSEAS BRANCHES. . 995 347 Executive Vice-President, National 
Biscuit Company 
Qrwee Asskts «i «ki ss » . 9,398,216 CHARLES G. MORTIMER 


Total . . 


LIABILITIES 


Deposits ... 


LIABILITY ON ACCEPTANCES AND BILLS 


ForEIGN Funps BoRROWED . 


RESERVES: 


$7.926,482,441 


$7 009,693,334 
102,912,162 
1,245,700 


President, General Foods 
Corporation 


ALEXANDER C. NAGLE 
20 Exchange Place 


CHARLES C. PARLIN 
Shearman & Sterling & Wright 

RICHARD S. PERKINS 
Vice-Chairman 


JAMES S. ROCKEFELLER 
President 


HOWARD C. SHEPERD 
Chairman of the Board 


UNEARNED INCOME . . . 2. 2 2 0 0 «© 33,878,912 WILLIAM C. STOLK 
as President, American Can Company 
“AXES AN [Pier “ypE >< 993.0 
Taxes AND ACCRUED EXPENSES. . 2. 2. « 57,293,047 acomead 6. TAYLOR 
a Williamsville, New York 
DivipenD . . ‘ oa 8,280,000 illiamsville, New Yor 


SHAREHOLDERS’ Equity: 


ALAN H. TEMPLE 
Vice-Chairman 


LEO D. WELCH 


LAPIT $2 Executive Vice-President, Standard Oil 
CapPITAL . fo 2% 240,000,000 Seen Seo teenie 
(12,000,000 Shares $20 Par) ROBERT WINTHROP 
SurpLus . 380,000,000 Rebert Winthrop & Co 


Unpivivep Proritrs . . 


Total 


93,179,286 


713,179,286 





$7 926,482,441 





Figures of Overseas Branches are as of December 23. 
$543,001,604 of United States Government Obligations and $5,249,300 of 
Other assets are pledged to secure Public and Trust Deposits and for other 


purposes required or permitted by law. 
Vember Federal Deposit Insurance Corporation 





Affiliate of The First National City Bank of New York for separate 
administration of trust functions 


CITY BANK FARMERS TRUST COMPANY 
Head Office: 22 William Street, New York 


Capital Funds $34,595,373 





We shall be glad to send, upon request, a complete copy of the 1958 ‘‘Report to the 


Shareholders” of THE F 


IRST NATIONAL CITY BANK OF NEW YORK and 


CITY BANK FARMERS TRUST COMPANY. 
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Executive Vice-President 

GEORGE S. MOORE 
Executive Vice-President 

THOMAS R. WILCOX 
Executive Vice-President 
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and has both a favorable growth 
record and a strong capital struc- 
ture. 

The Manufacturers Trust also de- 
serves special attention because 
it has always been a retail and a 
branch bank, practically from in- 
ception. It has more domestic 
branches than any other New 
York City bank and its stock, in 
my opinion, appears reasonable 
statistically. 

We mentioned earlier that con- 
summation of the proposed mer- 
ger of J. P. Morgan and Co., Inc. 
and Guaranty Trust Company 
would alter the banking balance 
of power in New York. Because 
these two banks are both exclu- 
sively wholesale banks, the other 
New York bank most affected 
competitively could be Hanever 
Bank, which is a moderate sized 
money market bank. From point 
of view of size the banks most 
affected are Manufacturers Trust 
Company and Chemical Corn Ex- 
change, which have been compet- 
ing for the third position in size 
in New York, which will be pre- 
empted by the Morgan Guaranty 
Trust Company. 

The realm of conjecture is un- 
limited but obviously mergers 
among the five large branch 
banks we mentioned would not 
be possible. The potential build- 
ing blocks for the creation of an- 
other large bank are Hanover 
Bank, Irving Trust Company and 
New York Trust Company, whose 
management is currently oppos- 
ing the efforts of a group of mi- 
nority stockholders to force ini- 
tiation of merger negotiations. It 
is also possible, though improb- 
able that the Morgan-Guaranty 
combine at some time in the fu- 
ture might, as has already been 
rumored, throw in its lot with 
Manufacturers Trust Company 
for the ultimate in bank mergers 
to make a bid for first in size and 
dominance in both retail and 
wholesale banking. END 





Major Analysis end Outlook 
for the Utilities 





(Continued from page 417) 


bonds and thus obtain public 
funds for further expansion. With 
lower rates made possible by 
Federal subsidies and very light 
taxes, TVA would then be tempt- 
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ed to make its power available to 
municipalities in private territo- 
ry. Such municipalities might, by 
withholding franchises, by for- 
ced purchase, etc., take over the 
distributing properties of private 
utilities. This is the fear, but a 
TVA bill, to escape a veto, would 
have to meet these objections, it 
is argued. In any event the stocks 
of Southern Company, Middle 
South Utilities, Kentucky Util- 
ities and other utilities adjacent 
to TVA have apparently not yet 
been affected by the threat of 
this legislation. 

Senator Neuberger’s bill for 
the proposed Columbia River 
Agency goes further in some res- 
pects than TVA—it would have 
only one administrator rather 
than a three-man board. Labor 
union support might push the 
bill to a vote, but opposition by 
the Administration should pre- 
vent passage over a veto. The 
feud between Senators Neuber- 
ger and Morse may prove help- 
ful. Gov. Elect Hatfield of Oregon 
appears to be only lukewarm over 
some provisions of the bill and 
Washington State officials don’t 
like proposed changes in the 
“preference clause” which has 
favored their state. Officials of 
Idaho and Montana seem definite- 
ly opposed. Hence, while the bill 
may cause considerable discus- 
sion, passage except in greatly 
modified form seems unlikely. 
The billieven if passed would have 
a “silver lining” in that it would 
give private utilities in Oregon 
greater access to Bonneville and 
other Federal power. 

In New York State the sudden 
announcement of a plan to “firm 
up” the power from the two big 
hydro plants now being con- 
structed came as a complete sur- 
prise. The huge size of the pro- 
posed plants, some 400-500,000 
kw, would seem to be much 
greater than required for ‘‘firm- 
ing” purposes. Despite the fact 
that earlier New York State legis- 
lation has prevented the Commis- 
sion from “muscling in” on the 
territory of private utilities— 
which are to receive a substan- 
tial part of the new power when 
available — this new _ proposal, 
which obviously ignores the utili- 
ties’ own elaborate expansion 
plans, raises renewed fears. Thus 
far, however, the project remains 
too indefinite to have much effect 
on stock prices. 


Regarding increased pressure 


for public power participation in 
atomic power projects this would 
require a large appropriation and 
it is doubtful whether the Admi- 
nistration would go along with 
Congress. In any event, this 
phase of the public power fight 
would obviously have less effect 
on stock market values. 

A very important item ap- 
peared in “Inside Washington” 
in our January 3, 1959 issue, 
which is well worth repeating, 
for it tells of a developing trend 
away from cooperative and pub- 
licly operated ownership back to 
private companies: 


PA trend away from cooperative 
power production and distribu- 
tion and back to the private com- 
pany method is developing 
among those who know the two 
systems best because they have 
tried both. In such widespread 
states as Arizona and New Jer- 
sey, members of REA coopera- 
tives were thinking alike. 

In Arizona, after more than a 
decade of considering the switch, 
a big bloc of patron members of 
the Verde Electric Cooperative at 
Cotton-wood voted to sell out to 
Arizona Public Service Co., which 
is privately owned. The utility 
paid $600,000 which approxi- 
mates the outstanding mortgage 
of the Rural Electrification Admi- 
nistration facility. The sellers 
dropped their asking price by 
$97,000. 

In New Jersey, Tri-County 
Rural Electric Cooperative at Free- 
hold, has accepted the offer of 
privately-owned Jersey Central 
Power and Light Company. The 
National Rural Electric Coopera- 
tive Association made a_ fight 
against the deal but was smoth- 
ered under assents to the deal 
personally spoken or expressed 
by proxy. The New Jersey Board 
of Public Utility Commissioners 
had ordered a $300,000 modern- 
ization program. This had the ef- 
fect of chilling interest in retain- 
ing—and maintaining—the REA 
system. Co-ops must make a 
choice between doing both, or 
neither. The problem of modern- 
ization that has arisen, is likely 
to be duplicated elsewhere, with 
ao similar solution forced upon 
patron-owners. e 


Important Developments and 
Shifts 


Among the communications 
(Please turn to page 436) 
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Drilling in Lake Maracaibo, Venezuela 


PURE hits oil 8 times 


in a South American lake 


Our recently completed wells in Lake Maracaibo, Venezuela, are among the 
biggest potential producers we have anywhere ... and more are on the way! 


When you go all the way to South 
America to drill for oil in the middle 
of a lake, you take a risk. You can’t 
avoid it. All you can do is make sure 
the risk is worth while and then go 
ahead. 

When PURE and its associates 
(Signal, Sohio, and Hancock oil com- 
panies) took on a 43-square-mile con- 
cession in Lake Maracaibo, they had 
two things in mind. One, they wanted 
new sources of oil to help them meet 
the needs of the 102 million cars ex- 
pected to be on the road in 1970. Two, 


they believed the Maracaibo Basin to 
be the greatest oil reservoir in the 
Western Hemisphere. 

The results? Eight successful wells 
have already been completed, and 
more are underway. Added to Pure 
Oil’s more than 5,500 other producing 
oil wells, they’ll help motorists to be 
sure with PURE for many years to come. 
Just as you can be sure today at any 
of the nearly 16,000 Pure Oil dealers 
in 24 states. 

THE PURE OIL COMPANY, 35 E. Wacker 
Drive, Chicago 1, Il. 


BE SURE WITH PURE 
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utilities, 1958 was marked by im- 
portant new developments. After 
maintaining a $9 dividend rate 
for some 37 years despite strong 
stockholder pressure for a stock 
split or an increase in the cash 
dividend, American Tel. & Tel. on 
December 17th suddenly decided 
to do both. If stockholders ap- 
prove (and who would make any 
wager to the contrary?) the 3- 
for-1 split will become effective 
next June, and in July the divi- 
dend rate is expected to become 
$3.30 (equivalent to $9.90 on the 
old stock). A. T. & T. has finally 
been able to get consolidated 
share earnings out of the $13 rut 
where they held for about three 
years, and is expected to report 
close to $14 for 1958 on average 
shares—despite the moderate 
impact of the recession in the 
first part of 1958. 

General Telephone’s merger with 
Sylvania (see Magazine of Wall 
Street, Dec. 6) was also a sensa- 
tional development. Will this be 
the last of the important series 
of acquisitions, including the 
huge Gary System, Peninsular 
Telephone, and many small inde- 
pendent phone companies? West- 
ern Union has also been in the 
news, with a number of rate in- 
creases obtained which are ex- 
pected to restore share earnings 
from an estimated $1.75 in 1958 
to a potential $2.50 or more in 
1959. END 





What About Family Owned 
Corporations That Have 
“Gone Public’? 





(Continued from page 413) 


outstanding stock —, 1,300,000 
shares — was offered to out- 
siders at 3914. 

Campbell proved to be a re- 
cession-proof business, and sales 
have expanded steadily since the 


offering. At its present price 
around 49, 1614 times fiscal 
1958’s earnings of $2.95 per 


share, the stock yield 3.3 may 
seem a little austere to income- 
seekers. 

The recent complicated man- 
euvers by a century-old corporate 
giant, Great Atlantic & Pacific Tea 
Company, probably foreshadow 
some larger secondary offerings 
in the future. Previous to the De- 
cember recapitalization, the oper- 
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ating (Maryland) Corporation 
was fully controlled by A & P of 
New York, which held all of the 
former’s voting stock, 62% of its 
non-voting stock and 37% of its 
preferred. In turn, 60% of the 
common stock of the New York 
corporation was held by grand- 
children or great grandchildren 
of George Huntington Hartford, 
the founder, while the remaining 
40% was in the hands of the 
John Hartford Foundation. This 
family control was so tight that 
even President Burger had no 
voting stock, although he wielded 
a powerful battle axe as head of 
the foundation. 

A merger of the two companies 
and a far-reaching recapitaliza- 
tion was, however, voted on De- 
cember 14th. Under this plan the 
Maryland common, both voting 
and non-voting, was exchanged 
into 10 common shares and the 
Maryland preferred into three 
common shares of the new com- 
pany, while the entire interest of 
A & P of New York was con- 
verted into 17,563.205 split shares 
of the new company. A month 
prior to these changes, 2700 
shares of the Maryland Company 
were offered in a secondary at 
482, or $48.20 in terms of the 
now listed (NYSE) voting stock. 
These changes have created a 
unified company with a single 
class of voting stock, 19% of 
which is held by outsiders and 
81% by Hartford heirs and the 
foundation. As it is no secret 
that there has been disagreement 
among the heirs, familv control 
may not be as monolithic as it 
appears. In any case. the Hart- 
ford Foundation, following the 
example of the Ford Foundation, 
may wish to diversify its own 
assets. No dividend rate has so 
far been established on the new 
A & P stock but on an adjusted 
basis it is currently selling at 
about 22 times 1957-58 earnings. 

A recent offering unusual for 
the exceedingly high price/earn- 
ings ratio it commanded was 
that of 2.410.000 shares of the 
70-year old Upiohn Company, in 
December. While Upiohn stock 
has remained closely held by rel- 
atives or descendants of Dr. W. 
E. Upjohn, the founder. the old- 
fashioned process of natural di- 
stribution had progressed to the 
point where the stock was di- 
vided among over 150 individ- 
uals, trusts or estates, no single 
one of whom held over 6% of the 
total issue outstanding. But even 


with this fairly wide distribution, 
the Upjohn heirs apparently saw 
advantages in a regular second. 
ary to which they contributed 
from 225 shares to as much as 
197,500 shares each, thus reduc. 
ing total “insider” holdings to 
about 59%. 

Upjohn has shown a record of 
steady sales expansion, is very 
active in research, and has 
achieved several notable “first:;” 
in the drug field, including intr>- 
duction of the first effective oral 
treatment for diabetes. 
while its offering price of 45, a 
multiple of about 35 times recent 
earnings, looked very generous, 
the offering proved popular and 
the stock has climbed to a smé!! 
premium. 

While product popularity alo: e 
is no assurance of financial su:- 
cess, universal familiarity with 
any company certainly lubricatc«s 
the distribution of its stock when 
first public offering is made, 2s 
the examples above suggest. An 
entirely different picture is pre: - 
ented when companies, perhays 
of equal venerability, but whose 
names are not a popular bywor:, 
also “go public.” Here, greater 
effort is required of the under- 
writers and at best, the investing 
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Thus, { 


public will probably not appraise | 


the companies’ past earning pow- 
er so generously. 

Representative of such situa- 
tions was Lykes Brothers Steam- 
ship Company, 400,000 shares of 


LPR * 


whose stock was offered in April | 


of last year. 


In contrast with Upjohn, this 


stock was offered at a mere six 
times recent annual earnings. 
This modest appraisal is ex- 
plained by an irregular trend of 
gross revenue and, in some years, 
a very narrow profit margin be- 


fore government subsidy, which 7 


make the issue distinctly specu- 
lative. 


Among somewhat younger | 


companies, a secondary of 827,400 = 


shares of Champion Spark Plug at 
2814 was carried out last Sep- 
tember, reducing holdings of the 
Stranahan family to 76%. Earn- 
ings of this company have been 
more stable than for many auto- 
motive equipment manufacturers, 
and the stock seemed reasonably 
priced at about 12 times earnings. 

Chock full o’ Nuts, well known 
(to New Yorkers, at least) low- 
price restaurant operator and 
coffee vendor, contrasts with most 
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(Continued from page 436) 
of the other companies discussed 
in this article in that, prior to its 
offering last October, it had pre- 
cisely two stockholders, its presi- 
dent (90%) and treasurer 
(10%.) Distribution of 400,000 
shares by the former leaves these 
officers with 50% control. This 
enterprise, of course, lacks diver- 
sification and with a balance sheet 
of only $8 million, is still too 
small to interest many investors, 
but recent growth has been rapid 
and the appreciation over the of- 
fering price testifies to the pub- 
lic’s favorable reception of the 
issue. 

Reichhold Chemical’s offering of 
200,000 shares last March was 
not a secondary, but this manu- 
facturer of synthetic resifs and 
pigments has many characteris- 
tics in common with the other 
companies discussed here. Found- 
er-president Henry Reichhold, to- 
gether with a few associates, still 
holds 57.7% of the stock. This 
issue has shown such sharp ap- 
preciation above its offering 
price as to suggest that it was 
then rather undervalued. 

Walt Disney Productions, although 





a relatively new enterprise, re- 
quires no introduction to any 
investor with small children. The 
400,000 shares offered last Au- 
gust were sold by Atlas Corpora- 
tion, but Walt and Roy Disney 
still control 68% of the stock. 
This company’s film rentals have 
tripled in five years, while tele- 
vision income has swollen to siz- 
able proportions in only three, 
and royalties are also carefully 
garnered from a variety of other 
sources. Disneyland (65.5% 
owned) has also been a “specta- 
cular” success. However, at 
around 43, about 17 times earn- 
ings, the issue does look gener- 
ously priced. 

The secondary of 97,714 shares 
of Thiokol Chemical Corp. in Sep- 
tember presented the somewhat 
unusual situation where the sell- 
ing stockholder was another cor- 
poration rather than individuals. 
This block was sold by Olin 
Mathieson, which had received it 
in return for its Reaction Motors 
Division acquired by Thiokol 
earlier last year; control of this 
company is not excessively con- 
centrated. 

Typical of very new companies 








Not a New Issue 


The First Boston Corporation 
Blyth & Co., Inc. 





Glore, Forgan & Co. 
Kidder, Peabody & Co. 








This advertisement is neither an offer to sell nor a solicitation of offers to buy any of these securities. 
The offering is made only by the Prospectus. 


500,000 Shares 


Kaiser Industries Corporation 


Common Stock 


(par value $4 per share) 


Price $13.125 per share 


Copies of the Prospectus may be obtained from any of the several underwriters, 
including the undersigned, only in States in which such underwriters are qualified to 
act as dealers in securities and in which the Prospectus may legally be distributed. 


Dean Witter & Co. 
Eastman Dillon, Union Securities & Co. 
Goldman, Sachs & Co. 


Lehman Brothers 


January 13, 1959 


Carl M. Loeb, Rhoades & Co. 


Hemphill, Noyes & Co. 
Schwabacher & Co. 
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in which participation has been” 
opened to the public at an early” 
stage are E. J. Korvette and Desily| 
Productions. Korvette, which rer] 
in only ten years from a small) 
second-story operation to a sales” 
volume in excess of $100 million 
last year, first offered its stock 
on Wall Street in January 1956. 
Earnings, however, have fai'ed 
to pace sales in their phenomenal 
expansion, and the early birds in 
this situation have not been 
heartily rewarded. 

Desilu, in which a joint offering’ 
of 250,000 shares by the company 
and 275,000 shares by Desi and 
Lucy on their own account bas 
just been made, represents a pur- 
ticipation in varying proportions 
in a number of television shov’s. 
While this field is undoubtecly 
glamorous, recent earnings have 
been hardly more than nomiral 
and the current position is we<k, 
so that any outsider should enter 
this situation only with his eyes 
open. The non-voting stock will 
now be widely distributed, but 
Desi and Lucy are retaining 49°, 
and all officers and directo-s 
100%, of the voting shares. 


A Word of Caution 


By being offered to the general. 
public, particularly if they have 
been simultaneously listed, the} 
stocks just discussed have reached E 
corporate maturity. Prospective | 
buyers should, however, consider 
a few words of caution. First of | 
all, most of these secondaries. 
with conspicuous exceptions, re-* 
present relatively new and small” 
enterprises. They are not sea- 
soned investments. Secondly, in 
most cases the selling stock- 
holder(s) will still retain a/ 
majority, or at least a large’ 
minority, interest. Ft is some-! 
times awkward to be a small out- 
side holder in a company over- 
whelmingly controlled by insid- | 
ers. A conflict may arise. particu- | 
larly. over dividend policy. Most 
closely controlled companies, 
upon going public, will indicate 
some liberalization of dividends 
in order to sweeten the issue. but | 
iust the same the remaining | 
large holders will often continue | 
indifferent to regular income. In 
this and other policies a prosnec- 
tive outside buver must ask him- 
self whether his own investment 
objectives are consistent with 
those that the management is 
likely to follow. END 
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On the first business day of 1959 Chesapeake and Ohio 
issued a Flash Annual Report covering its year’s oper- 
ations up to midnight of December 31, 1958. 
Income-wise, 1958 was the fourth best year in C&O’s 
long history. It was a year in which the regular $4 
dividend was earned with a comfortable margin. It was 
a year, too, that saw such notable additions to C&O’s 
facilities as the new electronic classification yard at 
Russell, Ky., and an additional coal pier at Toledo, Ohio, 
which is the newest and fastest on the Lakes. 
Up-to-the-minute reporting of the type that provided 


‘out the first working day, 1959 : 


o” 
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the 1958 figures so quickly is one product of Chesapeake 
and Ohio’s electronic communications and computation 
systems. It gives C&O a quick picture of what has hap- 
pened, what is happening, and by translating facts into 
trends — helps us to see what is going to happen. 

Since mid-1958 the general trend has been upward 
and indications are for a continuation of this trend. We 
foresee increases in merchandise carloadings, a substan- 
tial movement of coal, improved earnings and expan- 
sion of facilities that has marked C&O’s progress over 
the years. Chessie’s railroad keeps growing and going. 





Highlights 
of 1958 





1958 1957 
Dividend Paid per Common Share. . . . $4.00 $4.00 
Earned perCommon Share ..... . 6.36 8.36 
Operating Revenues (millions) 

Coslieand Coke . ..« « «© «© «© « « « $177 $233 
ara |’ | 168 
OMeer ... by ie. BS bikin ie ake 31 
Total Operating Revenues ere SS 
Expenses, Taxes, etc.—Net . ... . . $304 $364 
PO ck SA Se eS ew oe $ 68 
Net sient of anuitinn Revenues. . 14.5 15.6 





*If you would like a copy of C&O’s Flash Annual Report for 1958 and a 
1959 Chessie calendar (shown above) in full color, just write: 


Chesapeake and Ohio Railway 


3850 TERMINAL TOWER, CLEVELAND 1, OHIO 








Greener Pastures Ahead 
For Meat Packers 





(Continued from page 423) 


tating a cut in the $0.50 quarterly 
dividend to $0.40, which, at the 
time of this writing, yields about 
4.7% on an annual basis. While 
this is hardly generous for a cy- 
clical company, the expected im- 
provements in packers earnings 
should be especially pertinent for 
Swift, and dividend action com- 
mensurate with earnings are like- 
ly to be taken. It is not difficult 
to foresee earnings bouncing back 
to the $3 level this year. 

Wilson & Company probably 
demonstrates the fruits of an am- 
bitious capital spending program 
better than any other major 
packer. Having spent over $20 
million in a six-year cost reduc- 
tion and plant improvement pro- 
gram, margins in the fiscal year 
just ended rose to 1.1% after 
taxes from 0.9% the year before, 
substantially exceeding the other 
packers in this respect. Earnings 
were up about 40%, and with a 
materially improved outlook in 
the current fiscal year, further 
earnings gains are likely, prob- 
ably to the $4 level, with $5 a 
good possibility under optimum 
conditions. Wilson is the coun- 
try’s third largest meat pack- 
er and is well represented in for- 
eign countries, with meat proces- 
sing plants in Argentina, Brazil, 
Australia and New Zealand. It is 
also the largest manufacturer of 
sporting goods in the country, its 
Wilson line being a symbol of 
excellence, but it is doubtful that 
these lines contribute more than 
10-20% of earnings. Wilson has 
already declared its quarterly div- 
idends for 1959 and the share- 
holder can expect to receive four 
terly, similarly declared, and 
This was raised from $0.25 quar- 
terly similarly declared, and 
should the earnings improvement 
occur this year, another increase 
is possible. 

Armour has spent heavily in 
common with its brother packers 
in an effort to overcome the vaga- 
ries of the industry in which it 
operates. This company’s record 
over a number of years has been 
truly uninspiring, dividends hav- 
ing been paid only once since the 
end of World War II, in 1948. 
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Deficits have been incurred in 
three years since that time, and 
net per share has ranged from 
the 1948 $1.25 deficit to as high 
as $6.15 in 1947. In the year just 
ended, there was some improve- 
ment, giving rise to some hope 
that Armour may finally have 
learned to overcome, (to a cer- 
tain extent at least) its operat- 
ing difficulties. Armour of all the 
companies under consideration 
here stands to benefit greatly 
from just a small gain in profit 
margins. It has sold its South 
American facilities to Interna- 
tional Packers and made some 
sizeable savings in its operations. 
It operates 32 packing plants, 39 
dairy and poultry units, 12 fer- 
tilizer plants, and 187 branch of- 
fices. Principal by-products are 
Dial Soap (which is experiencing 
sales falloff due to competition’s 
new, heavily advertised prod- 
ucts) and many pharmaceuticals. 
Armour is still spending large 
sums on its plant despite the out- 
lays of over $200 million already 
and dividends must await a more 
secure earnings base. The lack of 
dividends makes a comment on 
the market price rather pointless, 
but on an earnings expectation 
of $2 or so and assuming no divi- 
dends, the stock does appear to be 
fully discounting expected recov- 
ery. 

Cudahy's modernization pro- 
gram is thought to be practically 
completed. With the benefit of 
tax-loss carryforwards, Cudahy 
reported earnings of $1.46 for the 
year just ended, which on a nor- 
mal basis would have been around 
$0.60. Cudahy’s stock is preceded 
by both debt and preferred stock, 
giving these shares an additional 
leverage factor and making earn- 
ings more susceptible to price 
changes for livestock supplies. 
Earnings in the current year 
should improve as Cudahy is 
more dependent on hogs than 
some of the other packers. 

Morrell (John) is another packer 
specializing in pork products. Its 
earnings improvement in the 
1957-58 year was notable and fur- 
ther gains are anticipated in the 
current year. Morrell is the fourth 
largest meat packer and has 
turned in a better than average 
record. Its dividend record stands 
out in this industry and a more 
generous payment could be forth- 
coming at some time later this 
year. 


Hygrade Food Products is a large 
producer of a variety of sausage 
and other manufactured items. 
Its modernization program is still 
underway, but earnings held up 
well in 1958 and should improve 
this year. A $1 dividend was paid 
in the past two years but latest 
dividend of $0.50 was declared 
this past November. This was 
supplemented by 3% stock. 

International Packers has appre- 
ciated considerably since curren- 
cy reforms were announced by 
the Argentine government. The 
company conducts meat packing 
operations in Argentina, Brazil, 
Australia and New Zealand. 
About half of sales go into the 
export market, the United King- 
dom being the principal outlet. 
In the U.S. its products are mar- 
keted by Libby, McNeill & Libby 
and Swift. The earnings record 
has not been inspiring but the 
dividend record is good and with 
improved currency exchange, it is 
very possible that the parent will 
receive more dividends from its 
foreign subsidiaries, which com- 
bined, have a sales volume in ex- 
cess of $200 million. This is far 
above the parent company’s sales 
which came to $22.2 million in 
the first six months of 1958. END 





International Solvency 





(Continued from page 399) 


go far enough, and tend to treat 
the symptoms rather than the 
causes. Besides, if the going is 
really tough, the United States is 
expected to help, and usually 
does. The Islanders themselves 
seem to be divided as to what 
should be done. Exporters advo- 
cate devaluation; the rising new 
class of industrial entrepreneurs 
prefers to maintain the present 
official rate (2 pesos per dollar) 
in order to keep down the cost 
of imported raw materials and 
equipment. Unless more drastic 
steps are taken by the Filipinos 
to live within their means, the 
likelihood of a peso devaluation 
is bound to increase. 


Latin America Battles Insolvency 


The year 1958 was a bad year 
from the viewpoint of Latin 
(Please turn to page 442) 
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Banana Harvest 
United Fruit Points a Moral on U.S. Enterprise Abroad 


# CE last week Dr. Milton Eisenhower, 
vearing the familiar family grin, 
toucnred down at MATS Terminal in Wash- 
ingion on his return from a combined 
fact finding mission and good-will tour 
America. Nowhere on 
his »dyssey, happily, did he undergo any- 
thir s comparable to Vice President Nixon’s 
ord-al of last May. One reason could be 
that. in the wake of that near-disastrous 
journey, the President’s brother chose a 
less exposed itinerary. Even so, he en- 
coul.'tered occasional cries of “Milton, go 
hone!” and, by his own account, more 
sharp words than on any previous visit. 
The U. S., it seems, for all its efforts to 
woo popularity, is not universally beloved 
in the lands to the south. Indeed, a search- 
ing reappraisal of this country’s relations 


\ with its Good Neighbors in this Hemi- 


sphere is emphatically in order. 

In casting about for a new approach, 
Foggy Bottom should look hard and long 
at the achievements of certain private 
concerns in this same touchy area. Very 
much in. point is a fact-filled volume pub- 

' lished today by the National Planning 
é Association, the seventh of its case studies 


; of U. S. business performance abroad. 


The authors, a former president of Ecua- 
dor, Galo Plaza, and a respected economist, 
Stacy May, describe in detail what they 
call the “rough road to success” of United 
Fruit Co. in Latin America. From their 
exhaustive study of the world’s greatest 
banana empire, certain lessons emerge. 
Business-minded Unifruit has accomplished 
more for Pan-American solidarity than 
ali of Washington’s costly market manip- 
ulations in coffee and non-ferrous metals. 
Similarly, the Boston-based corporation, 
in fostering economic progress in the less 
developed countries, puts to shame all the 
creaking apparatus of foreign aid. In both 
respects, the private dollar, venturing 
abroad in search of a profit, has accom- 
plished far more than the public dollar, 
backed only by fuzzy philanthropy. 
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United Fruit is an almost classic ex- 
ample. In 59 years, the company has 
grown until it sprawls over more than a 
million acres in Guatemala, Honduras, 


An editorial reproduced 
with permission of Barron’s 





Ecuador, Costa Rica, Colombia, Panama 
and elsewhere. In 1957 its Great White 
Fleet of 61 ships brought no fewer than 
26 million stems of bananas into this 
country. The company also cultivates 
substantial acreages of sugar cane, cacao, 
abaca, palm oil and timber, and owns 
nearly 1,400 miles of railroad. Seeking 
still further diversification, it is now on 
the prowl for oil and natural gas, bauxite, 
iron ore and other minerals. Already the 
concern and its subsidiaries boast assets 
of nearly $400 million. If far from gi- 
gantic by U. S. standards, compared with 
most Central American ventures, it is a 


colossus. 
1 a 


Its growth, however, has not come 
easily. For few enterprises on the globe 
face as dismaying a profusion of risks, 
year in and year out. To begin with, its 
main source of income, the banana (which 
NPA calls an implausible product), is 
singularly susceptible to a host of plant 
and soil diseases, as well as to windstorm 
and flood. Equally threatening to Uni- 
fruitco prosperity are strikes in the so- 
called banana republics or on the docks 
where its highly perishable cargoes are 
unloaded. Adding to the company’s woes 
was the Justice Department’s recent anti- 
trust fight to dissolve it, which ended this 
spring, when Unifruit signed a consent 
decree, promising eventually to form a new 
competitor out of its own assets. Yet 
perhaps most hazardous of all is the cir- 
cumstance that, to many a sensitive Latin, 
this foreign-owned venture, launched in 
the flamboyant era of dollar diplomacy, 
long has symbolized U. S. imperialism. To 
some, the very name United Fruit con- 
jures up an image comparable to that of 
the Abominable Snowman in the mind of 
a Sherpa guide. 

The exhaustive NPA study reveals how 
utterly misleading that picture is. In the 
first place, it painstakingly documents the 
fact that United Fruit is far from being 
a corporate plutocrat. The return on its 
investment over the years, while adequate, 
has failed to match that of the average 
company of its size here at home. For the 
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past 11 years, its shareholders have en- 
joyed no capital gains. In a dynamically 
expanding U. S. economy, United Fruit, 
indeed, barely has held its own. 

In contrast, the company has done con- 
spicuously well for its host countries—as 
they themselves are beginning to appre- 
ciate. In 1954-55, the year analyzed by 
NPA, its expenditures in the six-nation 
area totaled $139 million, and it provided 
foreign exchange benefits of almost $76 
million. Except in Colombia, Unifruitco 
tax payments constituted more than 6% 
of total government revenues. Significant- 
ly, too, the acreage yield of its plantations 
was 20 times the average for all other 
improved farm land. All in all, the com- 
pany left in its production area more than 
$7 for every dollar it took out in profits. 

Yet the demands on Unifruitco go be- 
yond dollars and cents. Its plantations 
lie in areas previously undeveloped, often 
almost uninhabited. The company, then, 
must supply all the necessary community 
services—homes, schools, hospitals, 
churches, roads and_ utilities. United 
Fruit housing, to take but a single ex- 
ample, is the best provided agricultural 
workers anywhere in the tropics. The 
company also pays wages and fringe bene- 
fits well above the going rate. As an en- 
lightened employer in underdeveloped 
lands, it is running a private program 
far more comprehensive than the much- 
touted Point IV. 

Here, then, is a vigorous missionary for 
free enterprise, taking on inordinate risks, 
for relatively small profit. While many of 
Washington’s lavish grants and loans 
prove unproductive, or worse, United 
Fruit yields rich rewards both to the U. S. 
and to Latin America. Moreover, while 
inter-government deals in support of 
coffee, for example, already have cost this 
country more than half a billion dollars, 
keeping the banana business healthy has 
cost not a cent. If the U. S. and its friends 
to the south will join to encourage more 
such private ventures, all concerned will 
benefit. From the viewpoint of the hard- 
pressed taxpayer, this is free enterprise 
that is both enterprising and free. 





American currencies. The free 
rates for the Argentine peso, the 
Brazilian cruzeiro, the Colombian 
peso, the Uruguayan peso, the 
Peruvian sol, the Bolivian bolivi- 
ano, and Paraguyan guarani es- 
tablished new lows. Some appre- 
hension developed about the fu- 
ture of the Cuban peso, the Mexi- 
can peso, and the Guatemalan 
quetzal. Even that paragon of 
hardness, the Venezuelan bolivar, 
softened somewhat. The Ecuado- 
rean sucre, the Dominican peso 
and certain Central American 
currencies attached to the dollar 
remain among the strongest. 

The weakness of Latin Ameri- 
can currencies has stemmed from 
two quarters. One has been their 
reduction of foreign exchange 
earnings due to already familiar 
causes: lower commodity prices 
and contracting world trade. The 
other has been dismantling of the 
controls that, in the past, kept 
many Latin American currencies 
higher than they should have 
been in relation to their internal 
purchasing power; this overvalu- 
ation has invited over-importing 
and capital flight. 

The decision to dismantle fore- 
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ign exchange controls and to let 
individual currencies seek their 
own level, was made by a num- 
ber of Latin American countries 
to avoid economic collapse or 
stagnation. With short-term lia- 
bilities larger, in some cases, than 
greatly reduced gold and dollar 
reserves, with deferred commer- 
cial debts falling due, and with 
capita! inflow reduced to a tric- 
kle, some of these countries found 
it impossible to pay even for vital 
raw materials, fuels, and spare 
machine parts. Serious _ bottle- 
necks began to interfere with eco- 
nomic development; in Colombia, 
factory operations had to be cur- 
tailed because of lack of import- 
ed raw materials; in Argentina, 
moving harvests to ports became 
a problem; in Uruguay, the elec- 
tric power service was unable to 
meet requirements, and in Brazil 
the development of petroleum re- 
sources lagged. Most of all, how- 
ever, the demands of trade unions 
degenerated in a number of 
countries into an elaborate rac- 
ket that kept the inflationary 
spiral spinning faster and faster. 

In Chile, the currency reforms 
instituted under President Ibanez 
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Freeport’s program of diversification and expansion moved forward 





successfully in 1958 and additional milestones are in the making. 
Nickel and Cobalt —Our $119,000,000 nickel-cobalt project 


is scheduled to be in production in the summer of 1959. Freeport 
Nickel Company, a subsidiary, will have a capacity to produce 
50,000,000 pounds of nickel and 4,400,000 pounds of cobalt annu- 
ally from mine and concentrating facilities in Cuba and a refinery 


in Louisiana. 


Oil and Gas —The sale for $100,000,000 in cash of some of our 
oil and gas properties in Louisiana was consummated in October. 


This income places the company in an excellent position to take 
advantage of opportunities for future growth. Meanwhile, we are 
continuing to seek new oil properties and to develop our existing 
interests in Louisiana, Texas, Oklahoma and Kansas. 

Potash — National Potash, a jointly owned subsidiary, completed 
its first full year of operation in 1958. Late in the year, an agree- 
ment was concluded whereby a major potash consumer will acquire 
stock interest in and purchase potash from National. 





Sulphur —The world’s first offshore sulphur mine is taking shape 
in the Gulf of Mexico to tap a major new deposit known as 


Grand Isle. Scheduled to be in production in 1960, the project is 
designed to be one of the largest and most efficient operations in 


the sulphur industry. 











in 1955 slowed down inflationary 
processes with some success. But 
the decline of foreign exchange 
earnings in 1957, due to the drop 
in copper prices, made the task 
difficult, and the two Chilean peso 
rates that are free to fluctuate 
declined during the year by about 
25 per cent in value. The new 
president, Jorge Alessandri, the 
first right-wing president in some 
20 years—pledged himself to 
curb inflation. However the Ales- 
sandri Administration is faced 
with serious unemployment. The 
size of the new budget indicates 
that an attempt will be made to 
stimulate the economy by heavy 
spending. This implies both the 
continuation of inflation, al- 
though perhaps at a somewhat 
slower rate, and a further weak- 
ening of the Chilean peso. Fur- 
ther U. S. credits may be neces- 
sary to stave off another crisis. 
In Argentina, President Fron- 
dizi recently initiated an internal 
austerity program, backed by 
external loans and credits total- 
ing some $329 million—the larg- 
est single package ever negotiated 
with a Latin American nation. 
The Argentine peso, currently 
around 70 to the dollar, was left 
to find its own level. Considering 
Argentina’s natural resources, 
the reform has a good chance of 
succeeding. During the Peron de- 
cade, the country underwent not 
only a social and political revolu- 
tion, but an economic transfor- 
mation as well. All of this is 
bound to complicate President 
Frondizi’s program of rebuilding 
Argentine export industries. 
More budget deficits are in sight, 
and the peso will undoubtedly 
drift lower, though perhaps more 
slowly than in the past months. 
Despite the distortions result- 
ing from violent inflation, Brazil’s 
economy continues to grow, al- 
though at a much slower rate 
than in the recent past. Some 
foreign capital, too, continues to 
be invested in the country. The 
steady decline of the purchasing 
power of the cruzeiro is causing 
dissatisfaction on the part of 
both the right and the left. The 
Kubitschek Administration is 
making some effort to enforce 
monetary discipline. The free 
rate of the cruzeiro, now more in 
line with its internal purchasing 
power, was at the end of 1958 
around 140 per dollar, but un- 
questionably will drift lower 
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when the recent wage boosts—a 
60 per cent increase in minimum 
wages—expand the volume of 
money in circulation. 

A flight of capital in recent 
months weakened Cuba’s inter- 
national payments position, and 
10 one really knows the present 
ize of the Island’s gold and dol- 
ar reserves. However, until the 
ast few months, prior to the col- 
apse of the Batista regime, busi- 
iess in Cuba had been very good, 
vith steady progress made in the 
iversification of the economy. 
Iaintenance of the dollar parity 
if the Cuban peso will depend on 
he resumption of normal busi- 
iess—especially in respect to 
noving the sugar crop, the re- 
vatriation of capital, and the re- 
ival of tourist traffic. Some ex- 
ernal assistance may be neces- 
sary for Cuba to resume its eco- 
1omic expansion without weaken- 
ng the peso. 

The decline in the Peruvian sol 
ias been the result of two devel- 
ypments: on one hand, foreign 
»xchange earnings declined as a 
result of lower prices of nonfer- 
rous metals and smaller capital 
inflow ; on the other hand, indus- 
trial expansion, the rising stand- 
ard of living, and the heavy gov- 
ernment deficit have created a 
demand for imports. The supply 
and demand for foreign exchange 
are now slowly adjusting to one 
another and the sol is becoming 
steadier. However, it is unlikely 
that there will be a return to the 
1957 rate of 19 soles to the dollar. 

The Venezuelan bolivar has 
been gradually softening, partly 
as a result of some capital flight. 
The unilateral decision to raise 
the Venezuelan Government’s 
share in oil profits and to stop 
granting oil concessions to all 
foreign oil companies is bound 
to slow down the inflow of de- 
velopment capital and, in general, 
to weaken the country’s inter- 
national payments balance. 

The apprehension that has 
been developing concerning the 
future of the Mexican peso has 
already led to some speculative 
capital outflow—much as it did 
last year. Mexico’s gold and dol- 
lar reserves were apparently 
drawn down at the very time they 
would normally have been built 
up—but how much Mexico lost 
no one knows, since official figures 
have not been published for some 
time. Mexico is closely tied to the 
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Hemispheric prosperity and strength depend on consolidating 
and expanding the economic partnership between the Americas. 


Inter-American trade and investment are the twin keys to economic 
growth and rising levels of income throughout the hemisphere. Now, for 
the first time, the two-way trade between the United States and Latin 
America—over $8 billion annually—is more than matched by the total of 
the direct investments of United States business enterprise in that area. 
For the nations of Latin America, this profitable partnership provides the 
means for achieving increased productivity, ever-higher standards of 
living and more stable national economies. For the United States, the 
expanding opportunities for commercial interchange within the inter- 
American system provide a vital element of strength in its private econ- 
emy and in its national security. 


With Latin America on the threshold of its most vigorous era of indus- 
trial development, many significant yardsticks of growth stand out: 
¢ Population is increasing faster than in any other area—4,000,000 people 

per year or 2.3% per annum. 
¢ Production is increasing even faster—4.7% or 2.4% per capita in 1957. 
¢ An estimated $16 billion spent for new construction in 1958 compared 

to a record $12.2 billion in 1957. 
¢ Electric power capacity increased 1.4 million KW or 11% in 1957. 
¢ Direct U.S. investments reached an all-time high of over $9 billion in 

1958. 

As one of the leading investors in the future of Latin America, the 
American & Foreign Power System is spending $100 million annually to 
meet the area’s growing demands for electricity—key to its industrial 
growth and progress. By so doing, it is helping to build the inter-American 
system —to gird the profitable partnership of business enterprise between 
the Americas which means so much to the future of the entire western world. 


The vigorous, rapidly-growing coun- 
tries of Latin America offer growth- 
minded U.S. industry the widest va- 
riety of geographical characteristics, 
resources and business opportunities 
of any area in the world. For full in- 
formation on opportunities for invest- 
ment in the countries served by the 
American & Foreign Power System, 
write the Company’s Area Develop- 
ment Section. 


Associated electric companies in the following countries: 


BUILDING THE INTER-AMERICAN SYSTEM 








100 Church Street ¢ New York 7, N. Y. 


ARGENTINA ¢ BRAZIL * CHILE * COLOMBIA ¢ COSTA RICA ¢ CUBA 
ECUADOR *« GUATEMALA * MEXICO * PANAMA ¢ VENEZUELA 
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U. S. economy and the recession 
here, in combination with lower 
prices of nonferrous metals, was 
bound to affect it. There was also 
some uncertainty about the de- 
termination of the new President 
to defend the peso, but this fear 
has been largely dispelled. With 
jobs to be provided for some 
300,000 new workers every year, 
Mexico is perhaps accomplishing 
more than any other country in 
Latin America in developing its 
economy with the least amount of 
inflation. The standard of living 
has risen steadily, and industrial- 
ly the country is more diversified 
and less dependent on the old 
export products than it has ever 
been. Although it is difficult for 
a growing economy like Mexico’s 
to avoid some inflation, Mexico 
is making a gallant effort to 
strengthen and defend the peso. 
Apart from its reserves, it has 
limited recourse to the Inter- 
national Monetary Fund and the 
U. S. Treasury. The passing of 
the recession here should also 
help Mexican international pay- 
ments. 

Although Canada, too, was hit 
by the business recession, the 
Canadian dollar remained sur- 





prisingly strong throughout 1958. 
First it was buoyed up by heavy 
loan flotations in the New York 
money market; later in the year 
the premium reflected improve- 
ment in Canada’s trade position, 
Canadian exports having been 
bolstered by such products as 
iron and uranium ore. The Ameri- 
can investor apparently continues 
to have unbounded confidence in 
Canada’s future, defict financing 
notwithstanding. With business 
recession in the United States, 
about over, and with more money 
likely to be borrowed here for ex- 
tensive public works projects, the 
continuation of the premium on 
the Canadian dollar seems to be 
well assured. END 





R. J. REYNOLDS 


TOBACCO 
COMPANY 


1959 Prospects For Leading 
Industries 





(Continued from page 403) 


department stores should fare 
well again in 1959, and gains 
could be exceptional if a new up- 
surge in hard goods purchasing 
develops. Few of the better grade 














Winston-Salem, N. C. 
January 8, 1959 
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QUARTERLY DIVIDEND 
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A quarterly dividend of $1.00 per share 
has been declared on the Common and | 
New Class B Common stocks of the | 
Company, payable March 5, 1 
to stockholders of record at the close 
| 

| 

1 

| 

| 

| 
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of business February 14, 1959. 
W. J. CONRAD, 


Secretary 





stocks in the group are cheap, 
but in general they appear less 
overvalued than other groups. 

The food chains also took in 
more than their share of the 
consumer dollar in 1958, and a 
repetition of this experience is 
probable in 1959. Most of the 
major chains are continuing their 
programs of closing uneconomical 
units and opening large, higher 
profit-margin supermarkets. As a 
result, earnings growth should 
continue its upward trend in 
1959. 

Most of these stocks, again, are 
no longer cheap. Nevertheless 
they are more defensive in char- 
acter than many others more pop- 
ular just now, suggesting that 
carefully selected issues can be 
purchased with safety. 

Office Equipment — For almost 
the first time in their history, the 
office equipment makers exhibited 
a recession-resistant status in 
1958. All but three of the major 
companies in the field scored sales 
advances as the trend toward of- 
fice-automation picked up steam. 

In the profits column, however, 
things were less encouraging. 
The high cost of research and 
development, plus ever-increasing 
competition from large and smal] 
companies alike cut profit mar- 
gins substantially for most of the 
producers. IBM and Addresso- 
graph-Multigraph were standouts 
against this trend, but even these 
companies may have difficulty 
maintaining their high profit 
margins. The President of IBM 
has, in fact, warned stockholders 
that non-recurring factors played 
a large role in 1958’s improved 
earnings, and may not be as pro- 
nounced in 1959 and the years 
ahead. 

Regardless of the low profit 
margins, however, the high level 
of research and development 
must have established a base for 
growing sales in the years ahead. 
Almost all resistance to electronic 
machines has now been overcome 
and these robots have been ac- 
cepted in daily business life, as 
well as being vital components of 
our military efforts. 

Thus the time will come—and 
perhaps not remotely—when de- 
velopment costs will slow down 
sufficiently to allow the compa- 
nies to reap larger profits from 
their efforts. Nevertheless, the 
exuberant growth labels affixed 
to these stocks has caused some 


THE MAGAZINE OF WALL STREET 





4 PPS 4 


Bo ae ay 








is 


el 


ATR 


SO 


C8 ERE i 





of them to discount by many 
years the most extravagant pos- 
sible earnings increases. Un- 
doubtedly, in a bull market, some 
office equipment shares will re- 
main near the head of the list. 
But their inflated price-earnings 
-atios will make them ever more 
vulnerable to price setbacks. The 
future of the industry is bright; 
he prices of the stocks are 
‘raught with danger. 


Farm Equipment — A 20% rise 
n farm income in 1958 paved the 
vay for a highly successful year 
for the farm equipment produc- 
rs. Operating economies and bet- 
ter organized marketing methods 
should lead to another good year 
in 1959. 

After that, however, the pic- 
ure is again clouded. Farm pric- 
s have softened considerably in 
the last few months and indica- 
tions now point to an approxi- 
mate 5% drop in farm income in 
1959. This would leave farm in- 
come high above the 1957 level, 
but if the downward trend should 
continue into 1960, farmers may 
again curtail their equipment 
purchases. 

As an offset, more intensive 
output per acre is becoming an 
increasingly imperative need in 
the farm economy, making it un- 
likely that equipment purchases 
will drop back to the severely de- 
pressed levels of the mid-fifties. 

Companies such as Deere and 
J. 1. Case, therefore, should enjoy 
more stable demand in the next 
few years even though growth 
may not be as rapid as in 1958. 
International Harvester and Al- 
lis Chalmers, however, will con- 
tinue to be affected by other in- 
dustrial factors as a result of 
their wide diversification in steel 
making, construction equipment 
and heavy electrical apparatus. 


Textiles—The stage has been set 
for a turnaround in the textile 
industry, but only time will tell 
whether it will actually material- 
ize. 1958 represented some im- 
provement by turning out as only 
the second worst year in history, 
whereas most members of the 
industry expected it to be the 
worst. 

At the end of 1958 some en- 
couraging signs were visible. 
Prices were firm, and a few in- 
creases had actually been insti- 
tuted. Moreover, Tyrex, a rayon 
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That's right, on January 12, 1959, we became a corporation. 
Officially we’re known now as Merrill Lynch, Pierce, Fenner 
& Smith Incorporated. 

What difference does it make? 

As far as you're concerned—-no difference at all. 
We’re still doing business at the same old stand. 
Same basic policies . . . 

Same management and personnel] . . . 


Same constant effort to give any investor who asks for it 


all the help we can—beginning with you. 


Merrill Lynch, Pierce, Fenner & Smith Inc. 


Members New York Stock Exchange and all other Principal Exchanges 
70 Pine Street, New York 5, N. Y. — Offices in 112 Cities 











This announcement appears as a matter of record only. It is neither an offer to sell 
nor a Solicitation of an offer to buy any of these s. The offer is made only 
by the Prospectus. 


ecuritle 


NEW ISSUE 
$5,000,000 
(CANADIAN CURRENCY ) 
Campbell Chibougamau Mines Ltd. 


(No Personal Liability) 


6% First Mortgage Convertible Sinking Fund Bonds 
due November 1, 1968 





Price 100% (Canadian Currency) 
Plus accrued interest 





Copies of the Prospectus may Le obtained from the undersigned 
only in such States where the undersigned may legally offer 


these securities laws thereof. 


W. C. Pitfield & Co., Ine. 


securities in compliance with the 


Allen & Company 


December 22, 1958 
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cord, was competing successfully 
with nylon cord in tires. 

The process of retiring excess 
capacity is still going on, and as 
a result 1959 earnings wil! con- 
tinue to reflect the losses taken 
on these facilities. For this rea- 
son astute investors will keep a 
closer eye on volume and prices, 
and subject earnings statements 
to careful scrutiny. They may in 
some cases be much better than 
a surface reading would reveal. 

Textile stocks have already 
scored a modest recovery, but 
they could still be profitable if 
the limited business upswing now 
in evidence continues through the 
first half of 1959. END 





The 1959 Bond Market 





(Continued from page 407) 


Treasury at this writing has 
about decided to put out a long- 
term bond to cover January cash 
needs. A Treasury “4” priced to 
yield a little more than 4% should 
do well. 

The deeper significance of the 
new Treasury 4% bond is that 
it serves as a confirmation that 
the Treasury has not given up its 
goal of lengthening the maturity 
structure of the debt. The corol- 
lary is that there wil!l be other 
Treasury bond offerings in 1959, 
as market conditions permit. The 
Treasury has learned that bond 
offerings in recession invite criti- 
cism, and are almost impossible 
to sell at the top of a boom. Years 
of transition, such as 1959, are 
the natural times to sell bonds. 

The implications for the in- 
vestor are clear. Well priced 
Treasury offerings will be avail- 
able and where they suit require- 
ments they should be bought. But 
there is no need to chase the mar- 
ket up, if rallies appear. The bet- 
ter way will be to buy at oppor- 
tune times. 


Federal Reserve Credit Policy 


When the November election 
returns came in, showing a land- 
slide victory for the Democratic 
party, the bond market rallied 
for a few weeks. The reasoning: 
the Democrats were fer “easy 
money” and the Federal Reserve 
would be intimidated or not per- 
mitted to tighten credit any fur- 
ther. Interest rates might even be 
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pegged at low levels, as they were 
from 1942 to 1951, and bond 
prices would benefit accordingly. 

It was fantastic that such an 
argument could command serious 
attention. However much politi- 
cal oratory there was about “tight 
money”, the biggest domestic is- 
sue on the horizon is the shrink- 
age of the dollar through infla- 
tionary price rises. The Demo- 
crats are fully aware that it 
would be political suicide to ap- 
pear as the party of inflation. 

A more respectable point is 
that the Federal Reserve will not 
be able to tighten credit as it 
might wish because it will have 
to consider the Treasury’s financ- 
ing needs. It is very likely true 
that the Reserve authorities wil! 
make some additional reserve 
funds available at times of Treas- 
ury borrowings to help the banks 
do a temporary underwriting job. 
But the significant point for the 
course of interest rates and bond 
prices is that these additional re- 
serves will be parceled out grudg- 
ingly, as they were in 1957 when 
the Treasury had similar prob- 
lems. The banks wil! be expected 
to get their funds at the discount 
window, with the understanding 
that funds borrowed will be paid 
back in a short time. 

It is highly significant that the 
Federal Reserve conducted its 
open market operations in De- 
cember so that member banks 
had to incur net debt to the Fed- 
eral Reserve (discounts above ex- 
cess reserves) for the first time 
since December 1957. The natural 
follow-up is another discount rate 
hike, certainly before the end of 
April and perhaps as early as the 
latter half of January when the 
Treasury’s cash borrowing will 
be out of the way. 

The Federal Reserve’s deter- 
mination to contain inflation and 
defend the value of the dollar, 
wherever interest rates and bond 
prices go, was made crystal clear 
in a hard-hitting speech by Re- 
serve Board Chairman William 
McC. Martin on December 12. 
Mr. Martin went out of his way 
to indicate that there would be no 
compromise of basic principle 
with the Treasury, the Congress 
or anyone else. Citing growing 
distrust abroad of the future of 
the American dollar, he said, ‘‘it 
is a serious matter when an im- 
portant segment of world opinion 
has begun to question the fiscal 


and monetary integrity exempli- 
fied by our American dollar. It is 
not something we can lightly pass 
over in the hope it will go away. 
The battle against inflation is at 
a crucial point, and a setback in 
the United States would be a 
serious setback for the entire free 
world.” He concluded grimly: 
“Until or unless the people, 
through the Congress, change the 
Federal Reserve Act I can pledge 
to all of you that the Federal 
Reserve System will do every- 
thing in our power to safeguard 
the currency.” 


Why Buy Bends? 


It seems clear, in light of all 
the foregoing, that bond prices 
are not going to surge up in 1959, 
as they did in 1958. Anyone look- 
ing for big capital gains had bet- 
ter look elsewhere. Yet there are 
some valid reasons which suggest 
limited, well-timed purchases of 
bonds for the shrewd investor. 
They grow out of the basic prin- 
ciple that all investment repre- 
sents a weighing and balancing 
of risks. The bond market may 
not be in a position to boom. But 
neither is it going to collapse. In 
the jargon of the marketplace it 
is pretty well “sold out.” 

The stock market, on the other 
hand, has gotten to the point 
where a correction would not be 
surprising at all. The new highs 
recorded almost daily are based 
on fears of inflation and hopes 
of future earnings, not on cur- 
rent results. Price-earnings ratios 
are high by al! past standards. 
Business and profits will have to 
do better, perhaps considerably 
better, just to hold the market 
where it is. 

This is not to say that a mar- 
ket collapse is in the cards. This 
is extremely unlikely in the ab- 
sence of a major business set- 
back. But a 10 or 15% drop in 
the market could emerge out of a 
slower than expected business re- 
covery, a failure of management 
to protect profits from rising 
wage and other costs, the selec- 
tive impact of Government con- 
tract cancellations, or a lessen- 
ing of inflationary sentiment. 

Thus, even though a considered 
judgement is that at the end of 
1959 interest rates may be higher 
and bond prices lower than they 
are now, it may be worthwhile 
for the cautious investor to make 
some limited well-timed moves 
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into bonds. There is not much 
hope of capital gains but bonds 
\r shorter interest-bearing se- 
Kurities can protect against inter- 
mediate declines in stocks and, in 
he meantime, produce more in- 
icome than most blue chip equities. 

Bond purchases should be 
time! for periods of pressure in 
the -narket, such as that in the 

reasury market currently. It is 
wort’) remembering that although 
Snost bonds are now below their 
Wevel: of last summer, investors 
Wwho bought Sears, Roebuck 4%s 


‘und .tandard Oil of Indiana 41s 


ast september still have 5 and 3 
poin premiums above par respec- 
wivel '; even U.S. Steel 48 sold in 
Vuly before the bond market 
weall; fell out of bed, are within 
114 »oints of par. 


j What Kind of Bonds? 


Tie range of investment op- 
Hortinities in bonds is wide. 
reasury issues are the safest 
ecuities in the world, and they 
lso enjoy the most active mar- 
cet. Adjusting to the prospect of 
new 4% issue, most bonds are 
or near the most attractive 
evels of the past twenty-five 
tvears. It seems safe to say that 
ny time a U.S. Treasury bond is 
wailable at 4% or better, a pur- 
hase will work out well over the 
ong haul. Table I shows current 
rice levels and cerresponding 
fields on selected Treasury is- 
ues, compared with prices and 
fields at the 1957 low and at the 
958 high. 

The investor buys safety when 
ve acquires a U.S. Treasury bond. 
0 get it he gives up something 
n yield. As a matter of fact in 
he current market the investor 
robably gives up more yield than 
e should when he buys a Treas- 
ry bond in preference to a high- 
rade corporate security. In an 
conomy in which the Govern- 
ent is committed to maintain a 
igh level of economic activity, 
onds of leading, well managed 
orporations afford almost as 
nuch certainty of repayment as 
reasury bonds, and they offer 
onsiderably better returns. 
able II sets out selected issues 
n the various quality ranges. 
Corporate bonds offer the high- 
st return but interest on them, 
is on Treasury obligations, is 
ubject to income taxation, at 
fates ranging from 20 to 91%. 
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TABLE | 


SELECTED TREASURY BOND PRICES 


October 
1957 Low 
Yield 


Price 


2¥2's due 12/15/67-72 8558 


4's due 10/1/69 9934 4.00 


3%4's due 6/15/78-83 A 3.71 


3¥4’s due 5/15/85 
312's due 2/15/90 
3’s due 2/15/95 





Thus, the obligations of state and 
local governments, and public au- 
thorities of all kinds, which are 
tax exempt, have particular at- 
traction for investors subject to 
the higher ranges of the income 
tax. For example, an investor 
with taxable income of $16,000 a 
year is subject to a marginal tax 
rate of 50%; for him a 3% re- 
turn on a tax exempt school bond 
is equivalent to 6% ona Treasury 
or corporate obligation. The 
drawback is somewhat less mar- 
ketability. In this type of bond 
the individual investor probably 
should buy A or Aa obligations; 
yields on Aaa obligations are held 
down by the fact that many in- 
stitutional investors are restrict- 
ed to investment in them. Table 


III on the next page lists a few 


selected tax exempt issues. 

A bit farther afield, but ex- 
tremely interesting for the ven- 
turesome bond investor are the 
obligations of our neighbor to the 
north, Canada. They offer yields 
ranging up close to 5% even 
though the Canadian Govern- 
ment’s credit is second only to 
that of the U. S. Treasury. The 
explanation is that the massive 
refunding of almost 40% of the 
Canadian debt into longer term 


3.75% 97% 


April 
1958 High 
Price Yield 


Jan. 2, 1959 
Price Yield 


2.72% 86% 3.78% 


110% 2.92 101% 863.83 


103% 3.04 91 3.82 
Wil «863.12 3.81 
106% 3.16 d 3.91 

3.04 3.66 


obligations last summer has left 
a temporary oversupply of long- 
term issues. Table IV gives a se- 
lection of intermediate and long- 
term issues. 


Canadian bonds must, of 
course, be paid for in Canadian 
funds and the investor would 
have to pay the current 334 cent 
premium to buy Canadian dol- 
lars. But this would be recovered 
when the bonds are sold again 
and the proceeds converted back 
into U. S. dollars. The best opin- 
ion is that the Canadian dollar 
will continue to trade at a pre- 
mium over the U. S. dollar in the 
foreseeable future. 


Summary of 1959 Bond Policy 


Bonds will not produce big 
capital gains in 1959. But, in view 
of risks in the stock market, they 
may provide a_ useful hedge 
against capital loss and offer goed 
income as well. Purchases need 
to be well timed and investors 
should recognize that they do not 
need to chase the market; any 
rallies will be limited in extent. 
Purchases in periods of pressure 
should work out well. For ex- 
ample, a Treasury 4% bond in 


TABLE Il 
CURRENT PRICES AND YIELDS ON SELECTED CORPORATE BONDS 


Rating Issue 


Aaa = Southern Bell Tel. 452s due 12/1/43 


Price Yield 


1007s 4.57% 


Aaa _ St’d Oil of Cal. 4%s due 7/1/83 102 4.24 


Aa Sears, Roebuck 434s due 8/1/83 
Pac. Tel. & Tel. 45es due 11/1/1990 


Tenn. Gas Transmission 5%s due 1/1/79 


Douglas Aircraft 5s due 4/1/59-78 





105% 4.40 
10012 4.59 
105% 4.98 
10034 4.94 
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TABLE Ill 
SELECTED TAX EXEMPT OBLIGATIONS 


Maryland 2%4s due 12/15/69-72 
New York 2.90s due 1/15/72-90 


Yield 
2.70-2.8012 
2.85-3.00 


Price 


Baltimore, Maryland 12s due 11/1/67 3.50 


Massachusetts 134s due 1/1/82 

California 134s due 11/1/75 

Hempstead, N. Y. 3¥2s due 3/1/82-88 
Smithtown, N. Y. 4s due 6/1/78-84 

N. J. Highway Auth. Rev. 4%s due 1/1/60-88 
Chelan Cty. Wash. P.U.D.41 5s due 7/1/2013-62 


January could go to a premium 
in February, if only on the basis 
of the seasonal uncertainty as to 
the business outlook. 

Where possible, commitments 
should be made in new issues, 
which are usually priced more 
attractively than outstanding 
bonds. Buyers of tax exempt 
bonds who are interested in qual- 
ity but also in income, might con- 
sider the obligations of Massa- 
chusetts and California which 
usually offer 0.15 or 0.20% more 


3.75 

3.75 

3.70-3.75 
3.90-3.95 
10412 4.10 
108% 4.59 


than other Aa-rated obligations. 

Success in the efforts of Fed- 
eral Reserve Board Chairman 
Martin and President Eisenhow- 
er to limit inflation and protect 
the value of the dollar could make 
1959 a key year in the re-estab- 
lishment of bonds to a position of 
respectability in investment port- 
folios. Meanwhile, the sophisti- 
cated investor should not ignore 
the very real contribution bonds 
can make to a productive and 
prudent investment program. END 


TABLE IV 
SELECTED CANADIAN, GOVT. BONDS, PRICES AND YIELDS 


1958 Low Price 


334s due 9/1/65 

234s due 12/15/67-68 
4%s due 9/1/72 

3%4s due 1/15/75-78 
42s due 9/1/83 

3%s due 3/15/96-98 


Current 


Price Yield 


93 942 4.72% 
8634 87% 4.41 
94 95% 4.72 
87 88 4.72 
94 96 4.77 


82 4.67 





For Profit and Income 





(Continued from page 425) 
Strong 


Among the individual stocks 
reflecting better-than-average de- 
mand at this writing are: Atchi- 
son, Baltimore & Ohio, Bestwall 
Gypsum, Borg-Warner, Cities 
Service, Consolidated Natural 
Gas, Continental Insurance, East- 
man Kodak, Ford Motor. Johns- 
Manville, Northwest Airlines, Re- 
vere Copper, Union Tank Car, 
U. S. Steel, and Western Mary- 
land. END 
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The State Of The Union 





(Continued from page 396) 


also rejected ‘“‘feverish building 
of vast armaments to meet glibly 
predicted moments of so-called 
‘maximum peril’.” 

And the President made this 
pledge: “Working by these guide 
lines I believe with all my heart 
that America can be as sure of 
the strength and efficiency of her 
armed forces as she is of their 
loyalty. I am equally sure that the 
nation will thus avoid useless ex- 
penditures which, in the name of 


security, might tend to undermi 
the economy and, therefore, t 
nation’s safety.” 


Foreign Aid Spending 


Enlarging the protection o* t 
United States, the President con 
mented, is the friendship and 
sociation enjoyed with 50 cthg 
countries in collective securit 
arrangements. At this point, M 
Eisenhower edged toward disci 
sure of what he will expect C onj 
ress to provide in a mutual se 
urity or foreign aid bill. But 
veered away with the explan< ti 
that a committee of eminent ci 
zens is engaged in reappraisi 
mutual assistance programs a 
the proper division of apprcp 
ated money between military a 
economic aid. He expressed 10] 
that preliminary recomme 1d 
tions of this committee wil 
available to assist in shai 
MSA programs for the next Fi 
cal Year. Interesting in that +0 
nection is the fact that, as t 
President spoke, the propos 
budget was in print includiny 4 
aid appropriation and a meh 
of allocation which, implied! 
will be sustained on the basis | 
a report not yet drafted. It w 
not difficult to sense that ti 
White House will recomme 
more military aid than Congre 
sional committees have favored 
the past. The President sai 
“Any survey of the free world 
defense structure cannot fail 
impart a feeling of regret that 
much of our effort and resoure 
must be deveted to armamen 
. . . America will never give 
hope that eventually all natiol 
can, with mutual confidence, dr 
tically reduce these non-produ 
tive expenditures.” 


Recovery Without Gigantic 
Expenditures 


The first direct slap at t 
“spenders’”’ came when Ike mové 
into economic discussion, poi 
ing out that the recession is fal 
ing into history. “And this,” 


hastily-improvised public worl 
projects or untimely tax redu@{ 
tions.” This was one of the mo 
meaningful as well as prophetf, 
statements of the entire Messag 
In it were words of caution th 


big building programs and ta... 


reduction having been found ng 
(Please turn to page 450) 
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Forecast Stocks Were Among 
1958 Market Leaders 
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(Continued from page 448) 


to be necessary in time of reces- 
sion, there is much more reason 
for rejecting them now — a time 
of employment, production, and 
income upsweep. He could have 
had in mind bills already intro- 
duced for federally-financed hous- 
ing, an airport program, a school- 
aid program including new class- 
rooms and teacher pay, aid to 
economically depressed areas. 


Planning Ahead for 1960 


Fixing 1960 commitments (the 
Fiscal year begins July 1) at $47 
billion for armed forces, Atomic 
Energy Commission, and mutual 
aid, and with no prospect that 
there may be reduction in im- 
mediate years ahead, the Presi- 
dent moved toward pinpointing 
the possible areas of government 
economy. He cited essential ex- 
penditures to serve a burgeoning 
population and Federal grants 
and long-term loans to assist 14 
major types of capital improve- 
ments in our cities, calling for $2 
billion in 1960. 

Not only defense, but also a 
way of life must be preserved and 
this can be accomplished, he 
warned, only by planning ahead 
for the needs of a population 
which will reach 190 million with- 
in five years. To the task of such 
planning, the President made it 
known he will ask the services of 
educators, labor and management, 
finance, the professions and every 
other kind of useful activity. This 
group would inventory the past, 
evaluate the present, and blue- 
print the future. It would move 
boldly into an area often examined 
but without lasting solutions: Al- 
location of Federal, State, and 
Local functions, which it is as- 
sumed would involve re-shuffle 
of responsibilities and recasting 
the system of taxation — decent- 
ralization of Big Government. 

The country was depicted as 
economically strong enough to 
spend billions, but unable to af- 
ford one cent of waste: Congress 
must examine every item of Gov- 
ernment expense critically to a- 
void inflationary processes which 
could disrupt the economy. 

Wage-price spiral and conti- 
nued deficit financing were de- 
plored with this grim warning: 
“Inflation would reduce job on- 
portunities, price us out of world 
markets, shrink the value of sav- 
ings and penalize the thrift so es- 
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sential to finance a growing eco- 
nomy. Inflation can be prevented. 
But this demands statesmanship 
on the part of business and labor 
leaders and of government at all 
levels.” 

For his program to check the 
rise of inflation, President Eisen- 
hower presented an outline in 
brush strokes: Restraint of the 
wage-price spiral, pay-as-you-go 
budgeting with no deficiency ap- 
propriations — a balanced bud- 
get; living within our means to 
insure a stable dollar. 

Then came the oral blockbuster 
which had been “telegraphed” 
from the opening words of the 
Message: 

“The Constitution entrusts the 
Executive with many functions, 
but the Congress—and the Cong- 
ress alone—has the power of the 
purse. Ultimately upon Congress 
rests responsibility for determin- 
ing the scope and amount of Fed- 
eral spending.” 

Ike was not washing his hands 
of responsibility this far in ad- 
vance of the performance he ap- 
pears to expect. He offered the 
cooperation of the Executive Of- 
fice to maintain a balance between 
income and outgo, expressed con- 
fidence joint effort would ac- 
complish the goal. 

The President’s comments on 
tax revision and equalization 
were disappointing in the sense 
that they delay making a start — 
until the Secretary of the Trea- 
sury has prepared appropriate 
proposals “to remove inequities 
and to enhance incentives for all 
Americans to work, to save, and 
to invest.” Such recommen- 
dations were promised “‘as soon as 
our fiscal condition permits.” But 
the sentence which followed ap- 
nears to defer decisions for one 
full year. The President continu- 
ed: “These prospects will be 
brightened if 1960 expenditures 
do not exceed the levels recom- 
mended.” 

As several of his predecessors 
have in the past, Mr. Eisenhower 
asked that he be given “item 
veto” powers. This would permit 
him to strike out of legislation, 
“riders” and log-rolling appro- 
priations which under present 
practice must be approved with 
the full bill or require veto of all, 
a tricky and time wasting pro- 
cedure. 


Needed Reforms 
Present practices of extending 





Federal credit and insuring pri 
vate loans are held needlessly ad 
ding to government costs and 


message is promised, 
legislative reforms. 

The existing farm progra; 
also is in for overhaul. The U. 
Department of Agriculture, pay 
ing out $5 billion this year, | 
providing two-fifths of all far 
income in the United States, an 
spending $1 billion a year foi ad 
ministration of the farm bill 
while adding annually to a sur 
plus storage worth $9 billion 
with no problem solved anc 1 
solution in sight, said the P-es 
dent. He promised an early ne 
sage with proposals that sur pl 
and-demand be given greate 
play. 

A Cabinet level study of y ric 
stability for economic gro-vt! 
touching both governmental an 
private policies affecting cost 
prices, and economic growth, an 
improved information on pr ce 
wages, and productivity was di 
closed as a White House plan fi 
early implementation. 


proposin 
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In Conclusion 


The world situation was 1 
viewed in detail, with assuren 
that there will be no weakeniil 
in this country’s insistence on t! 
right to speak out and to ac’ 
behalf of oppressed countri 
and with a tribute paid to p 
vate enterprise for the part it 
playing in economic developme 
of other countries. 

The President saved for h 
final special recommendation, 4 
tion to cure abuses in the labe 
management field. He express 
disappointment that Congress h 
failed to legislate last year 
attack corruption, racketeeri 
and abuse of power as disclos 
by the McClellan Committee. 
asked for more effective local la 
enforcement, supplemented 
Federal legislation to protect t 
public interest and the rights 
workers. “Half-hearted measur 
will not do,” he warned a Co 
gress which probably is more 
political debt to labor organiz 
tions than anu which have coi 
before. A  Labor-Manaveme 
Message will be submitted. ot 
lining the specifics which, dem 
rats charge, the Administrati 
has failed to come up with in t 
past. EN 
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Helping You to ATTAIN and RETAIN 


FINANCIAL INDEPENDENCE 


(Important — To Investors With $100,000 or More!) 


q 

1 ost investors are aiming for financial in- 
dependence . . . whether they hope to arrive 
at their goal in five, ten or twenty years. 


We concur in their confidence that wise 
and timely investment of their capital can 
make this dream a reality ... for despite tem- 
porary readjustments our nation is forging 
ahead in a new era of amazing scientific 
achievement, industrial advancement and in- 
vestment opportunity. 


In 1959 and the coming years, we will 
see marvelous and practical progress in the 
conquest of space, in attainment of plant 
automation, in harnessing of atomic energy 
. . . With a host of new products, materials 
and techniques emerging. 


These new forces will have profound in- 
vestment significance for they will invigorate 
many companies—but often at the expense 
of less able competitors. TO YOU, as an in- 
vestor, this adds up to an increased need for 
continuing investment research and capable 
professional counsel. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account... advising retention of those 
most attractive for income and growth .. . 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 
make substitute recommendations in com- 
panies with unusually promising 1959 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of 
All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
tive in advising you continuously as to the 
position of your holdings. It is never neces- 
sary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves you 
of any doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you to 
save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provi- 
sions. (Our annual fee is allowed as a de- 
duction from your income for Federal In- 
come Tax purposes, considerably reducing 
the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown in 
value and the amounts of income it has pro- 
duced for you. 








J ull information on Investment Management Service is yours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shall 


be glad to quote an exact annual fee... 
can benefit you. 


and to answer any questions as to how our counsel 
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; morete 


Multiply the cans you see here by 2 billion—and it still falls short 
of the output it takes each year to pack the myriad products we 
buy in cans. The actual yearly total in the U.S. alone: more than 
40 billion cans—26 billion of which contain foods of almost every 
imaginable variety. 

Through its Weirton Steel Company division, National Steel is a 
leading supplier of the tin plate from which cans are made. 
Weirton produces both electrolytic and hot-dipped tin plate... 


NATIONAL STEEL 


and its output makes National Steel the nation’s largest inde- 
pendent source of this material. 


Tin plate is just one of many quality steels and steel products in 
which National Steel specializes. Another National Steel specialty 
is service. A look-ahead service dedicated to all American industry 
through its five major divisions: Weirton Steel Company, Great 
Lakes Steel Corporation, Stran-Steel Corporation, Enamelstrip 
Corporation, The Hanna Furnace Corporation. 


NATIONAL STEEL CORPORATION, GRANT BUILDING, PITTSBURGH, PA. 
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